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PAULISTA v PUBLICLY-TRADED COMPANY

(Convenience Translation into English from the Original Previously Issued in Portuguese)

MANAGEMENT REPORT - 2004

To our Shareholders,

The management of CTEEP — Companhia de Transmissé&o de Energia Elétrica Paulista submits for
your appreciation the Report and Financial Statements for the year ended December 31, 2004, duly
accompanied by the reports of the Independent Auditors and the Fiscal Council.

The growth in demand for electric power in the State of S&o Paulo in 2004 drove the Company to
expand and modernize 17 substations. Transmission lines were expanded with the conclusion of the
second 230 kV Chavantes-Botucatu transmission line and the third circuit of the 345 kV Tijuco Preto-
Baixada Santista transmission line.

In the operationa!l area, we highlight Transmiss&o Paulista’s economic and financial performance,
which can be analyzed through the indicators presented in this Report, including: Net Operating
Revenues with growth of 29.7% in 2004, and Income from Service, evolving 98.7% in relation to the
prior year.

We also point out, from the technical viewpoint, the investment in modernizing the Cabredva Regional
Operation Center, responsible for supervising and controlling 35 substations, representing the
consolidation and reliability of the electric system in its operating area.

The Company's total investments in 2004 were approximately R$ 162.7 million, of which more than
50% was in expansion projects, which yield additional revenues, and the remainder was in
improvements in existing assets.

Gross Operating Revenues reached R$ 1,161.5 million, approximately 28.0% higher than that obtained
in 2003, and Net Income for 2004, in the amount of R$ 348.8 million, was 56.8% higher than that for
the prior year.

Also aware of its noteworthy role in the development in the State of S&o Paulo and in Brazil,
Transmiss&o Paulista remained engaged in actions and programs related to Social Responsibility,
Research & Development and the Environment.

Mauro Guilherme Jardim Arce
Chairman of the Board of Directors
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THE COMPANY

Transmiss&o Paulista is a mixed-economy company controlled by the Government of the State of Séo
Paulo through the State Finance Department, which holds 53% of the total common shares. Besides
the State of Séo Paulo’s controlling block, the Federal Government and ELETROBRAS are also
shareholders, holding 15% and 10% of the common shares, respectively.

Its mission is to operate, maintain, expand and exploit electric power transmission systems, with
excellence in provision of services, adequate return for shareholders, customer satisfaction and
respect for the environment, contributing to the community's economic and social development.

With over R$ 4.6 billion in assets, Transmissdo Paulista transmits almost all the electricity consumed
in the State of Sao Paulo, 30% of all the energy produced in Brazil, and 80% of the electricity
consumed in the Southeast region.

its electric system is composed of 11.8 thousand km of transmission lines, 18.3 thousand km of
transmission circuits, 102 substations operating with tension of up to 550 kV, and 463 transformers in
operation, totaling a transformation capacity of 38,609 MVA, in addition to 145 microwave stations and
1.4 thousand km of fiber optic cables.

To operéte this complex structure, the Company makes significant investments in technology,
environmental management, quality and improved qualification of its human resources.

THE MODERNIZATION AND EXPANSION OF THE TRANSMISSION SYSTEM

In 2004, Transmissdo Paulista transmitted 120,722 GWh and implemented actions of major
importance, based on its strategic planning, with the main guideline of the modernization and
expansion of its installations.

The System Operation Centers have been prioritized in the modernization process. As in the example
of the System Operation Center (CRO) in Bom Jardim and the Regional Operation Centers (CROs) of
Bauru and S&o Paulo, all with 1ISO 9001 certification, the Cabreuva Regional Operation Center (CROC)
also updated its facilities, installing a video wall, replacing the mimic wall.

This action improved the supervision, coordination and contro! of the operation in real time for 35
substations under the operating responsibility of the CROC, ensuring reliability of the system in the
Company's operating area, considering that the CROC serves approximately 80 municipalities,
coordinating an electricity system with an installed transformation capacity of 15.9 thousand MVA,
corresponding to 41% of the total capacity of Transmiss&o Paulista. The significant growth of the
market supplied required expansion in the capacity of substations.

In the Cabrelva substation, the third 440-230 kV, 7560 MVA autotransformer bank with the respective
440 kV and 230 kV bays, all equipped with digital protection systems and disturbance meters, the -

replacement of disconnectors and circuit breakers in the four 230 kV bays for the Edgard de Souza
substation, and the disconnectors in the two existing 440-230 kV autotransformer banks, as well as the
replacement of other associated equipment. It was also necessary to replace equipment for exclusive
use by Companhia Brasileira de Aluminio - CBA, adjusting its capacity to the load increase planned in
that industrial producer, and expanding that substation’s transformation capacity. This expansion
added greater reliability to the operation of Transmissé8o Paulista’s system and the National
Interconnected System (SIN), benefiting the Northeast Region of the city of S&o Paulo and the
consumers of CBA.
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Another highlight is the entry into commercial operation, in the Miguel Reale substation, of the second
installation corresponding to two transformer banks of 345-88 kV-400 MVA each, and a set of SF6 138
kV insulated shielded busbars, providing for an 800 MVA expansion in transformation capacity in the
central region of the city of Sao Paulo.

Other major work was performed to ensure operating flexibility, quick recomposition of 440 kV
corridors, improvement in tension control and reliability of Transmiss&o Paulista’s system and the SiN.

Accordingly, investments were made in the replacement of circuit breakers in the Jupid substations -
440 kV, Trés Irméaos bay and Taquarug¢u bay; Cabretiva 440 kV, Embu Guagu bay; lha Solteira 440 kV,
Araraquara bay - circuit 1 and circuit 2; Cabrelva 230 kV, and other equipment in the bays of the
transmission lines, remote terminals and interconnection of bars, and Promissédo 138 kV, Lins bay.
Investments were also made in the installation of compact bays, isolated bays and SF86, for connection
of reactors in the Araraquara and Bauru substations, and the interconnection of 440 kV bars in the
Jupia substation.

In the Bom Jardim and Baixada Santista substations, emergency control schemes were installed,
allowing unallowable overioads in the remaining transformer to be avoided.

in the Promissé&o, Barra Bonita, Ibitinga, Itapetininga |l, Dracena, Jupia - 138 kV, llha Solteira -138 kV
and Braganca substations, remote terminal units were installed that will add the following basic
functionalities to the system’s operation:

e Communication capacity with multiple operating centers, with protocols, communication rates and
distinct databases;

¢ Communication capacity with various intelligent electronic devices, with distinct protocols;
¢ Real time, multitask operating system;

» Easy remote configuration;

¢ Time synchronization by GPS; and

e Attribution of time stamp to each acquired event.

Regarding the expansion of the transmission lines, the Company implemented the third circuit of the
345 kV Tijuco Preto-Baixada Santista transmission line with @ 26 Km extension. Considered priority
and emergency work, it increased the reliability of the Baixada Santista substation that serves the
industrial hub of Cubatdo, Santos and other loads of the coast of the State of S&o Paulo. The project
included the construction of a bay in the Tijuco Preto substation, of the company Furnas, and another
in the Baixada Santista substation. Each bay is composed of five isolators, six current transformers, -
three power transformers, carrier equipment and a circuit breaker in the Baixada Santista substation,
and two circuit breakers in the Tijuco Preto substation, all with nominal tension of 362 KV.

Another highlight is the implementation, operation and maintenance of the second 230 kV Chavantes-
Botucatu transmission line, with a simple circuit and 137 Km extension, and the respective
connections, beginning at the Chavantes substation and ending at the Botucatu substation, distributed
in 10 municipalities in southeastern State of Sdo Paulo.

The transmission line was implemented sharing portions of other existing lines belonging to the
Company, and considering the significant 137 Km extension, this represented a reduction in the use of
resources, environmental impact and restrictions to agricultural activities. Also in order to minimize the
environmental impact, taller towers were used in regions with native forest, in order to permit
transmission without removing vegetation. The start-up of operation of the second circuit of the 230 kV
Chavantes-Botucatu transmission line brought greater reliability to the handling of the region’s loads.
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In addition to these works, others were planned and carried out for the transmission of the energy
generated by the plants of Alto Paranapanema, comprising the Chavantes, Jurumirim and Piraju
plants, through Transmissdo Paulista's 230 kV, 138 kV and 88 kV network, interconnecting the
region’s substations.

To maintain the operating security of the lines and transformations involved, and for improvement in
taking advantage of the energy available in those plants, the recapacitation of the 138 kV Jurumirim-
Capao Bonito transmission line was conducted. Due to the vital character of this transmission line for
operation the region’s electric system, making it unfeasible to disconnect it for long periods, the
recapacitation work required the use of techniques of live line work. As a result of this recapacitation,
the capacity of the 138 kV Jurumirim-Capé&o Bonito transmission line was increased by 76%, from 79
MVA to 139 MVA per circuit, for normal operating conditions, improving the handling of the loads of the
region served by the Capao Bonito substation.

The Company is also replacing the existing protection system for microprocessed digital protections
with incorporated oscilography and remote access from the Bom Jardim Analysis Center. Thus, the
reliability and adequacy of the protection system established by the National Electric System Operator
(ONS) are maintained. Through this system, the recommended procedures for the Sao Pauio and
Paraiba Valley network are carried out.

System Performance Indicators

The main technical indicators that reflect the reliability of the transmission system had the following
performance:

Consumer Power Interruption Duration: concept corresponding to the time the load equivalent to
the system’'s maximum demand was interrupted. This indicator may also be understood as the
equivalent to the duration of an interruption of the maximum demand in the period. In 2004, the
interruption time was 5.5802 minutes; and

Consumer Supply Interruption Frequency: concept entailing the fraction of interrupted demand,
corresponding to the number of times the maximum demand was interrupted in the period. In 2004,
this index was 0.2252. »
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ECONOMIC AND FINANCIAL PERFORMANCE

Fundamentals

The Company’'s main source of revenue is the use of its electric power transmission system by other
concessionaires. lts annual revenue related to the Basic and Connected Network facilities was
adjusted through National Electric Power Agency (ANEEL) Resolutions over the course of 2004, with
an average adjustment of 18.4% in relation to the prior levels.

The Company's budget in 2004 aliowed for investments of R$ 159,590 thousand in production
activities, of which R$ 72,027 thousand for improvements in existing assets and R$ 87,563 thousand
for new projects with the purpose of additional revenue. In 2004, 14 new projects entered into
commercial operation, providing additional revenue of R$ 47,546 thousand that year, corresponding to
annualized revenue of R$ 101,469 thousand.

Energy Projects 2004
R$ 000
Revenue for
Resolution Investment to be 1st to Commercial
No. Project No. Date Remunerated 15th Year | Operation
Basic Network
1 |Jupia | Substation 545 10/14/2003 2,076 333 | 01/04/2004
2 |liha Solteira Substation . 545 10/14/2003 2,568 350 | 05/31/2004
3 | Cabretva Substation 503 09/06/2002 34,540 9,100 | 06/27/2004
4 |Bauru | Substation 591 10/30/2002 4,605 890 | 06/29/2004
5 [Miguel Reale Substation 719 12/18/2002 289,551 65,558 | 06/30/2004
6 |Baixada Santista — Tijuco Preto
Transmission Line 584 12/21/2001 6,402 1,222 | 07/28/2004
7 |Baixada Santista Substation 584 12/21/2001 5,026 943 | 07/29/2004
8 |Tijuco Preto Substation 584 12/21/2001 6,592 1,239 | 07/30/2004
9 |Araraquara Substation 591 10/30/2002 5,980 1,156 | 08/03/2004
10 | Jupia |l Substation 591 10/30/2002 6,013 1,161 | 08/04/2004
11 | Bauru || Substation 591 10/30//2002 5,980 1,156 | 08/11/2004
12 | Chavantes — Botucatu Auction
Transmission Line 003 09/28/2001 34,529 10,614 | 11/19/2004
Connection
13 | Migue} Reale Substation - - 34,080 7,716 | 06/30/2004
14 | Elektro - - - 31 | 07/25/2004
Total 437,942 101,469

In 2004, Operating Revenues reached R$ 1,161,509 thousand, which, after deductions of taxes and
direct charges, resulted in Net Operating Revenues of R$ 1,097,994 thousand.

Operating Expenses directly manageable by the Company, basically corresponding to personnel,
materials and services, in the amount of R$ 476,434 thousand, represented 43.4% of Net Operating
Revenues.
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The Company's Cash Generation, expressed by Income from Service plus the amount of Depreciation,
reached R$ 580,100 thousand, representing a margin of 52.8% of Net Operating Revenues.

The Company had Net income of R$ 348,778 thousand for 2004, equivalent to R$ 2.34 per thousand
shares.

Analysis of Results for the Years Ended December 31

In thousand of Brazilian reais - R$

2004 2003
OPERATING REVENUES.......cucceirrteiccreeertsstneeseseeseresressassassnenns 1,161,509 910,159
DedUCTIONS FROM Operating Revenues............cccoceooveveveeecvienennen, (63,515) (63,566)
NET OPERATING REVENUES..........ccccociniiniiiienereereccrecsrenoressenes 1,097,994 846,593
OPERATING EXPENSES........cccierremrermerrncectssstnnesnssesseesinssssssnseserassrens {682,463) (637,452)
INCOME FROM SERVICE.............ccnerrernreecrrrenrerreecses e e seevaeesnsesmsenens 415,531 209,141
FINANCIAL INCOME. ...ttt s s sssneesnese s s e snaesnananans 79,200 74,766
INCOME FROM OPERATIONS BEFORE INTEREST ON CAPITAL...... 494,731 283,907
Interest on Capital..............coooii i (75,000) (147.249)
INCOME FROM OPERATIONS AFTER INTEREST ON CAPITAL......... 419,731 136,658
NONOPEARTING INCOME (EXPENSES).........ccocorvemmemninrcenccrniererecneens 5815 (8,695)
INCOME BEFORE TAXES ON INCOME........ccccoimiiiirrcccrcennecrnnnenens 425,546 129,963
Income and Social Contribution Taxes..........c.cccvvevvivciciinnninnne (151.7868) - (54,836)
Reversal of interest on Capital.............ccccovviiiii 75,000 147,249
NET INCOME.........ooi ittt rs et ste s e saesssas s se e sresbasevanenan 348,778 222 376

Income from Service in 2004 was 98.7% higher than in 2003, demonstrating the significant
improvement in the Company's operating performance, with the operating margin going from 24.7% in
2003 to 37.8% in 2004.

iIncome from Operations for 2004, before Interest on Capital, was 74.3% greater than in 2003,
confirming the improvement in the Company’s operating and financial performance.

As a consequence of the positive results obtained in its management of operations in 2004,
Transmisséo Paulista obtained Net Income of R$ 348,778 thousand, growing 56.8% compared to the
result for 2003.

The economic and financial performance last year allowed the Company to pay its shareholders,
during 2004, the amount of R$ 75,000 thousand as Interest on Capital, corresponding to 21.5% of Net
Income. This amount is 62.3% greater than the Mandatory Minimum Dividend of R$ 46,200 thousand.

Capital Structure

Transmissé&o Paulista concluded 2004 with a capital structure with 20.2% third-party funds, including a
debt of just 6.3% in relation to total assets. This situation is mainly the result of the formal restrictions
imposed by the National Monetary Council for public-sector debt. As it is controlled by the State of S&o
Paulo, Transmisséo Paulista is therefore affected by these regulatory restrictions, impairing access to
sources of financing that offer capital at interest rates compatible with the return on the electric power
transmission business.
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Accordingly, the Company has been using funds generated internally to cover its investment program,
since the raising of funds at interest rates incompatible with the return on the business would result in a
reduction in shareholder value, in addition to compromising the Company’s debt capacity for the future.

Trading of Shares

In 2004, 48,754 trades of Company shares were conducted on the S&o Paulo Stock Exchange
(BOVESPA), involving a total volume of R$ 492,276 thousand.

Within the Company’'s American Depositary Receipt (ADR) — level 1 program, the Company’s share
base at the end of 2004 included 28,384 ADRs referring to preferred shares and 12,333 ADRs
referring to common shares. In the existing programs, each ADR corresponds to 3,000 shares of the
respective type.

Over the course of 2004, the BOVESPA index (IBOVESPA) rose 17.8%. In this same period, the
Company’'s common shares appreciated 6.1%, while its preferred shares appreciated 5.4% in the
market.

Level 1 of Corporate Governance

Transmiss&o Paulista was the first electric power company in the State of S&o Paulo to formally adhere
to corporate governance practices, signing, on September 18, 2002, the Level-1 Adhesion Agreement
for Differentiated Corporate Governance Practices with the S&o Paulo Stock Exchange (BOVESPA).

With the adhesion, the Company, whose preferred shares are included in the IBOVESPA, began to
also be part of the Corporate Governance Index (IGC), which measures the performance of companies
listed in BOVESPA’s Corporate Governance Program.

in compliance with the corporate governance rules, Transmiss@o Paulista held a meeting on
September 29, 2004 with analysts and investors, in the auditorium of the Association of Capital Market
Investment Analysts and Professionals (APIMEC-SP), in which it presented its economic and financial
results, the composition and adjustment of its revenues, the new regulatory scenario for the
transmission segment, the context of the budget, outlook, challenges, and the Company's social
responsibility.

Thus, Transmiss@o Paulista reinforced its commitments with the best practices of corporate
governance, especially clarity and opportunity in the information offered in the market.

Independent Auditors

In relation to the provisions of Brazilian Securities Commission (CVM) Instruction 381, of January 14,
2003, the Company informs that Deloitte Touche Tohmatsu Auditores Independentes was engaged in
May 2004 for audit of its financial statements for a period of three (3) years, and since then has only
provided services related to external audit.
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MODERNIZATION AND INTEGRATION OF THE CORPORATE SYSTEM

The Company modernized and integrated its corporate system. For the supplies system, In-Person
Bidding and the Electronic Purchasing Exchange of the State of Sdo Paulo (BEC) were established,
which have provided a great deal of transparency and uniformity in the purchasing process.

The integration of business management information systems has become strategic, directing and
prioritizing projects that contribute to all levels of the corporation having access to the information
necessary for the performance of their activities. Accordingly, the business management and
information system programs were fully integrated, providing gains in productivity and precision in
business controls. '

Another integration implemented entailed the unification of two environments, electric system
supervision and control, and the corporate network. The availability of information has been
accompanied by the expansion of the corporate network that used various data communication media,
whether in-house, the network of the Government of the State of S&o Paulo, Intragov or the Internet. In
all, 65 units are interconnected with the corporate network, allowing information to be accessed by
nearly all employees.

Outside recognition of the quality of the information technology policy adopted by the Company was
certified by the CIO Gov 2004 award for the best case. The CIO Gov award is promoted by the
Information Technology and Telecommunications Users Society (SUCESU). Transmiss&o Paulista
was awarded for the work “Implementation of Information Security Policy in Transmiss&o Paulista”.

External recognition of the Company in the [T area in 2004 also occurred through an article published

in the magazine Info Exame, in its “100 Most Connected Companies in Brazil” edition, including
Transmiss&o Paulista among the companies in which the IT structure is essential for business.

QUALITY AND COMPETITIVENESS
Quality management in Transmissdo Paulista and the expansion of the ISO 9001 certification
processes accompanied the modernization process and reinforced the Company's commitment to the
ongoing search for service excellence.
The Company has prioritized ISO certification as strategic and determining processes in increasing
competitiveness, beginning with the activities of coordination, supervision and control of the operation
in real time by the System Operation System, and subsequently extended to the three Regional
Operation Centers.
We highlight below the processes that were considered strategic:
¢ Inspection of Overhead Transmission Lines;
e Scheduling of Maintenance of Installations of the Basic Network and Supplementary Network;

* Registration and Evaluation of Material, Equipment and Service Suppliers; and

e Expansion of the scope of the certifications involving the Operation Centers.



1000 000000000000 0000000000000000000000000O0O0CCF

i

CNPJ 02.998.611/0001-04

TRANSMISSAC
PAULISTE PUBLICLY-TRADED COMPANY
1SO 9001:2000 Certifications Obtained
. Certifying
Unit Scope Entity

System Operation Center - COS

Coordination, Supervision
and Control of the

Certification: 12/23/1998 Operation in Real Time of BvQl
Recertification: 03/15/2002 the Electric, Energy and
Migration: 10/16/2002 Hydraulic Systems
. . Coordination, Supervision
Bauru Regional Operation Center — CROB and Control of the Bval
e Operation in Real Time of
Certification:  05/03/2002 the Electric System
Cabreuva Regional System Operation Center - CROC Coordination, Supervision
and Control of the BvVQl
e Operation in Real Time of
Certification:  05/15/2002 the Electric System
Séao Paulo Regional System Operation Center - CRO-SP Coordination, Supervision
Certification:  03/22/2001 d ona) of the Bval
Migration:  10/18/2002 thpeéft“’t”. S eal Time of
Recertification: 05/12/2004 © Electric System
Substation and Line Maintenance Division (TEM) and Inspection
Teams of Bauru, Votuporanga, Chavantes, Iltapetininga, Presidente
Prudente, Jupia, Santa Barbara, Mococa, Cabrelva, Taubaté, Santo Inspection of Overhead ABS
Angelo, Litoral and S&o Paulo. ‘ Transmission Lines
Certification:  12/19/2003
Substation and Line Maintenance Division (TEM) and Maintenance Scheduling of
Scheduling and Analysis Teams of Bauru, Votuporanga, Chavantes, Maintenance Services in
Jupia, Santa Barbara, Cabretiva, Taubaté, Litoral and Sao Paulo. Installations of the Basic BvQl
Network and
Certification: recommended on 12/16/2004 Supplementary Network .
. . . . Registration and
Technology and Material Administration Division (AST) evaluation of material Bval

Certification: recommended on 12/22/2004

equipment and service
suppliers
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RESEARCH AND DEVELOPMENT PROGRAMS

In 2004, the Company continued the strong technological innovation program it develops through
research and development programs.

Evolution of Investments in R&D Projects
Cycle In thousand of Brazilian reais — R$
2001/2002 3,218
2002/2003 3,562
2003/2004 2,218
2004/2005 4,430
Total 13,428

In 2004, 17 projects for the 2002/2003 cycle were concluded, which will add considerable knowledge in
monitoring and automation of supervision and control systems, artificial intelligence to the transmission
lines, information technology to the corporate environment, measuring of externalities for the
Company's costs and diagnosis of transformers for the power system.

Ten new projects, part of the 2003/2004 cycle, began application in the technical and finance areas.

Recognition for the quality of the technological innovation of Transmisséo Paulista’s program had a
positive mark on the year, ranking among the three best projects, among 70 entries, for the Fundagéo
Coge award. The Company qualified in the category Occupational Safety and Heaith Management,
presenting the project “Minimization of Repetitive Stress of Electricians in Transmission Line
Maintenance”.

The award concluded with the obtaining, in this period, of approval by the National Industrial Property
Institute (INPI) of the patent protocol for the project. The patent request was based on the novelty of
the proposal and the importance, of the equipment, created by the project for the health and safety of
electricians, which represent approximately 8% of the Company s personnel.

Three other projects, the “Transmission Line Service System”, the “Open Substation Supervision and
Control Systems” and the “Research and Development of Digital and Absolute Isolator Position
Sensor” were selected for presentation in the 11" International Automation Convention and Exposition
(CONAI), proving the return, through entirely automated applications, on the increasing investments
made in research and development.

Also in 2004, in compliance with the provisions of the concession agreement, the Company submitted
for the appreciation of the National Electric Power Agency {(ANEEL), 23 new prOJects within the
2004/2005 cycle, which should be carried out in 2005.
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THE ENVIRONMENT

Implementation of Environmental Management Systems - 1SO 14.001

Transmissao Paulista continued the process of environmental certification of its units, maintaining the
priority of implementing envircnmental management systems in all its substations. Currently, the
following substations have NBR I1SO 14001:1996 certification: Santa Barbara D'Oeste, Xavantes,
Araraquara, Centro-ETR, Oeste and Registro.

In 2004, the substations and the corporate areas involved with the environmental systems were
submitted to the external audit process, conducted by the team of independent auditors and specialists
of the company DQS do Brasil, for maintenance of the certifications obtained previously.

Waste Management

Transmiss&o Paulista has developed its own methodology to fuifii NBR 1SO 14001 requirements,
respecting the everyday practices of substation operation and management and corporate cuiture.

Accordingly, the process of implementing the environmental management system in new units
included the incorporation of improvements proposed in countless audits.

For the fastest possible environmental certification in all its substations, Transmiss&o Paulista
implemented a corporate waste management system, with the goal of complying with environmental
legisiation and eliminating waste.

Waste management involved the various stages of inventory taking, classification, treatment of waste,
definition of procedures for collection, handling, containing, transportation, provisional storage and final
disposal.

in addition, an environmental diagnosis was conducted in all substations, with the purpose of defining
priorities for the continuity of the process of obtaining NBR 1SO 14001 certifications. In this diagnosis
the substations whose territorial location involved a greater environmental risk were considered: those
with some history of accidents, those without firewalls for the transformer and reactor banks; and those
near communities, among others.

The result of this diagnosis allowed the substations to be grouped according to similar environmental
aspects and risks, and the definition of priority groups in the continuity of the environmental
certifications. ’

The conclusion of the implementation of the corporate waste management system will allow
Transmiss&o Paulista to use the strategy of multi-site certification recommended by the certification
company DQS do Brasil. Beginning in 2005, environmental management systems will be
simultaneously implemented in various substations, with similar environmental aspects and risks, and
the certifying body will issue, at the end, a multi-site certification encompassing the substations
involved.

Environmental Conduct Adjustment Agreement (TAC)

On March 26, 2004, the State Department of the Environment granted to Transmissfo Paulista
Environmental Operation License 00136, referring to the Electric Power Transmission System (lines,
substations, microwave towers and access roads), under the TAC signed on December 19, 2002. This
license is valid for ten (10) years.
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The Operation License was issued after fulfillment by the Company of five Forest Restoration Projects,
totaling 272.99 hectares, in conservation units belonging to the Forest Institute.

Reforestation Projects

in compliance with the TAC, Transmissao Paulista has prepared projects to recover an area equivalent
to 272.99 hectares within the conservation units belonging to the Forest Institute. The units designated
by the Forest Institute were Assis State Forest, the Buri Experimental Station, the Itapetininga
Experimental Station, Batatais Forest and the Mogi Guagu Experimental Station.

A modern and comprehensive approach was adopted, encompassing ecological concepts of natural
regeneration of ecosystems and environmental adequacy of state units in relation to prevailing
environmental legislation. The combination of forest management techniques with planting techniques,
and their proper application, will aflow for efficient forest restoration, with the best result — densely
vegetated with high biological diversity — and the lowest financial cost.

Mapping and Diagnosis

With this approach, each of the five projects included, for each unit chosen by the Forest Institute, a
diagnosis of the use and occupation of soil, the characterization and mapping of the areas protected by
prevailing environmental legisiation, a description of the plant life of these units and the methods for
conducting and monitoring of the areas that require forest restoration. A map of the environmental
situations found and a listing of the region’s native plant species were also submitted to the Forest
Institute.

The projects were concluded and filed, for analysis and approval by the State Department of the
Environment in July 2004. The implementation of the reforesting will entail various stages and the
schedule for final conclusion of the project is four years, with planting beginning in 2005.

Environmental Licensing of Transmission Lines
LT 230 Kv Chavantes-Botucatu Transmission Line — Circuit 2

Transmisséo Paulista obtained Environmental Operating License 00156, issued on November 16,
2004, valid for 10 years. This authorization permits the Company to operate and maintain the
Chavantes-Botucatu Transmission Line - Circuit 2, respecting the good environmental practices, during
the performance of the activities of clearing and management of the vegetation of the security margin,
during the project period. ‘

LT 345 Kv Baixada Santista-Tijuco Preto Transmission Line — Launch of Third Circuit

Transmisséo Paulista obtained Environmental Operating License 00144, issued on July 26, 2004 by
the State Department of the Environment, valid for 10 years. The granting of the Environmental and
Installation License 00272 was issued on QOctober 3, 2003 and the Advance License 00606, on May
23, 2003. The aforementioned line was implemented along the existing concession land and land
owned by Transmissdo Paulista, in the environmental licensing process that involved the Historic,
Artistic, Archeological and Tourism Defense Council (CONDEPHAT) and the Forest Institute.

LT 345 Kv Guarulhos-Anhangiiera Transmission Line
The Guarulhos-Anhanglera transmission line went into operation in 1962 and has not been

operational since 1992, being maintained as a strategic technical reserve for the expansion of the
electric system that serves the S&o Paulo Metropolitan Region.
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In 2004, the environmental licensing process of reactivation work on this line began, involving the
replacement of towers and cables to allow for the change in the operating tension from 230 kV to 345
Kv. The line passes through urbanized areas of the city of Sdo Paulo and has a 6 Km stretch within
Serra Cantareira State Park. Transmiss&o Paulista concluded the preparation of the Preliminary
Environmental Report and filed it for analysis by the State Department of the Environment in April
2004.

PERSONNEL MANAGEMENT AND SOCIAL RESPONSIBILITY

The Company's 2,985 employees are distributed among various regions of the State of S&o Paulo,
55.6% in the interior and 44.4% in the city of Sdo Paulo. Of this total, 80.4% are allocated in the
technical area.

The qualified personnel have required an ongoing process of professional development. All the
Company’'s employees are literate, 45.5% have high school degrees, and 35.5%, university degrees.

Accordingly, the Corporate Education Program, implemented in Transmissédo Paulista since 2001, has
ensured the retraining, knowledge and constant updating of its professionals in the managerial,
institutional, technological and IT areas.

In 2004, courses were held for development and specialization in all areas of the Company, totaling
8,901 participations, with 114,000 man-hours in training, in 776 goups, representing 38 hours of
training per employee per year, in addition to the Scholarship Programs, English Program, Regulatory
Internship Program and the Professional Performance Evaluation.

In addition to professional development, Transmissdo Paulista had invested a great deal in its
employees’ health, through health and social assistance campaigns, which have represented a major
differential in reducing illnesses.

Two programs were considered fundamental for employees’ health in 2004: flu vaccinations, involving
1,864 employees, 754 relatives and 640 contractors, totaling 3,258 doses, and the anti-smoking
program. A year after its implementation, the anti-smoking program achieved a significant
improvement in participating employees’ quality of life, obtaining a 70% success rate.

SOCIAL RESPONSIBILITY
For the second consecutive year, in the National Corporate Citizenship Forum, Transmiss&o Paulista’s
Social Responsibility Program was awarded the Citizen Company trophy for its social actions.
The Program was conceived from the viewpoint of internal empioyee awareness of the concept and
exercise of citizenship, extending to their relatives and community. It encompasses social,
technological and cultural projects, constantly tightening relations between Transmisséo Paulista and
society, as follows.

Follow-up

Social follow-up for employees on leave due to health problems and occupational accidents.
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Chemical Dependence

Prevention and assistance, through the Transmiss&o Support Group for employees and relatives with
chemical dependence and support for families.

Developing Talents

Training for the visually impaired through rehabilitation activities (courses on reading and writing in
Braille). Offering of computer and telemarketing courses for the visually impaired in the community in
the city of Sao Paulo, training for digital inclusion and subsequent insertion in the labor market,
implemented in partnership with the Association of the Visually Impaired and Friends (ADEVA).

Efficiency

Assistance for employees and their children with physical, mental, sensoriai and multiple
impairments. Orientations, referrals, measures for special needs, and meetings with relatives, in
addition to -events bringing together employees participating in the project, their families and
management, to exchange experiences.

Young Worker

Through an educational cooperation agreement, the purpose is to provide youth from the community
with professional and personal development though practical learning of administrative routines and
corporate contact, both in the city of S&o Paulo and in the Decentralized Units.

Transmitting Health

Promotion of actions that favor prevention and awareness by Transmissao Paulista employees in
terms of health.

Historical Heritage of Energy Foundation

Created to ensure the preservation of the cultural heritage of energy companies, becoming a center
of national reference in the sector. The foundation, supported by Transmissdo Paulista, has been
contributing decisively to the dissemination of the history of energy and the vast universe related to it,
allowing for greater understanding of the changes that have occurred in our society in this century,
preserving archives, objects, equipment and sites of historical value. The foundation's collection
contains archival, bibliographical, museum and architectonic documentation, providing support for
research.

Work Fronts

Emergency action supporting the unemployed, developed in partnership with the Department of
Employment and Labor Relations, with the purpose of providing occupation, professional training and
income for the population unemployed for at least one year and residing in the State of Sao Paulo for
at least two (2) years.

Child Citizen Institute (ICC)

Transmissao Paulista is one of the maintainers of the Child Citizen Institute, supporting activities that
benefit approximately 8 thousand children, adolescents and adults through various projects, such as
Daycare — Preschool, Tutoring, Job Initiation Center, Literacy Project and the Our Community
Project.



7
N2/
TRANSMISSAOC CNPJ 02.998.611/0001-04

PAULISTA PUBLICLY-TRADED COMPANY

Orchard Project

Conducted in partnership with the State Department of the Environment, it conducts actions to
minimize the visual impact of the Transmission Lines along the banks of the Tieté and Pinheiros
rivers. In addition to promoting the environmental recovery of the banks of the Pinheiros River, the
Orchard Project promotes citizenship, using the labor of the participants in the Work Fronts,
consolidating a partnership that benefits the entire community in the city of S&o Paulo.

Energy, Art & Culture

Transmissao Paulista has sponsored cultural and artistic activities, with the use of financial resources
in projects qualifying under the Tax Incentive Law (Rouanet Law). In 2004, projects included the
restoration and implementation of the Sao Paulo Museum of Energy, in an area on the corner of
Alameda Cleveland and Alameda Nothman, in the neighborhood of Campos Eliseos, known as the
“Santos Dumont Mansion”, in partnership with the Historical Heritage of Energy Foundation, and the
restoration of the Campos Eliseos Palace, the former seat of the S&o Paulo State Government.

Transformation Project

The purpose is to sponsor and disseminate events that promote citizenship, technological
development and cuiture, strengthening relations between Transmissdo Paulista and society, such as
the National Seminar on Information and Knowledge Management in the Electric Power Sector, the
47" State Convention of Municipalities, Foundation for the National Quality Award (FPNQ), Brazilian
Strategic Planning Convention, and the National Seminar on Electric Power Production and
Transmission, among others.

PIPA Project

This project was born from the need to guide and educate kite fliers, and thus prevent the possibility
of accidents caused by lack of information. In certain schools, near the Company’s facilities, talks
were given and informative material was distributed. Student participation was also encouraged
through a writing contest on the topic. The initial target of 74 schools was surpassed, reaching 213
throughout the State of Sao Paulo, with the participation of 134,127 students.

Warm Clothing Campaign

Transmissédo Paulista has the commitment to carry out significant actions in society, practicing and
sharing a culture of Social Responsibility. The Warm Ciothing Campaign is promoted annually by the
‘Solidarity Social Fund of the State of Sao Paulo (FUSSESP) and is conducted on a voluntary basis
by the Company's employees in 55 locations with collection posts in over 100 cities. In 2004, 288,757
articles were collected, which were washed, repaired, packaged and labeled for identification.

Artisan Bakeries

A project whose main objectives are professional training, improvement in the quality of eating habits
and the generation of income. In partnership with the Salidarity Social Fund of the State of S&o Paulo
(FUSSESP), the program trains persons indicated by registered entities, and artisan bakery kits are
delivered, composed of a blender, scale, aluminum baking pans and a cooking gas bottle, donated
by the private sector. Through Transmisséo Paulista and commercial partnerships, 164 kits were
donated. This project has a highly positive repercussion in Mercosur countries.
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SOCIAL BALANCE SHEET

(In thousands of Brazilian reais — R$)

In the selection of suppliers, the same ethical and
Sociallenvironmental responsibility standards

adopted by the COMPANY.........cccoooveiiiniinrv e
For employee participation in volunteer

All employees
All employees

Recommended

Supports

All employees
All employees

Recommended

Supports

Calculation Bases 2004 2003
NEt IRCOME (NI}...c.oioorrecee et 1,097,994 846,593
Incomne from Operations (i0)... 419,731 136,658
Gross Payroll (GP).....cociiveiiieie e 329,973 328,487
Internal Social Indicators Valor % of GP % of NI Valor % of GP % ot NI
MBAIS. ....ooioviiiiiee ettt 10,658 3.2 1.0 9,843 3.0 1.2
Compulsory payroll charges...............ccoccevvieecniceenienne 70,290 21.3 6.4 66,195 20.2 7.8
Pension Plan............cccoiioriiiinieee et 12,875 3.9 1.2 11,8978 3.6 14
Healthcare.. L 12,934 3.9 1.2 10,760 33 1.3
EdUCEHON. ....c.ooviiiiiirei et 5,342 1.6 0.5 6,024 1.8 0.7
182 0.1 - 160 - -
13,448 41 1.2 9,968 3.0 1.2
402 0.1 - 497 0.2 0.1
T oA, oo ieiseie it et te et eane e snceze e sn e s n s cansans e sz 126,131 38.2 11.5 ] 115,426 35.1 13.7
External Social Indicators Valor % of 10 % of NI Valor % of 10 % of Ni
fexeerna) S0l n ale
Contributions to society:
education, culture, health and sanitation, sports,
anti-hunger and food security, and others.. 2,990 0.7 0.3 2,500 18 0.3
Taxes (except payrofl Charges)...........ccovcvvrereeiiienriininions 83,169 19.2 7.6 52,767 386 6.2
Totak et e e e 86,159 19.9 7.9 55,267 40.4 6.5
Environmental Indicators Valor % of 10 % of NI Valor % of 10 % of Ni
Related to the Company's operation...........cc...cccoioeniveenine 423 0.1 - 409 0.3 -
In external programs and/or Projects..... ... criacenreccncnnes 228 0.1 - 176 0.1 -
Tttt s e 651 0.2 - 585 0.4 -
Personnel Indicators
Headcount at end of year..........ccccooceiiieiii e 2,985 3,088
Hiring during the year...... 3 11
Employees above the age of 45. 1,102 984
Female employees............ccccooceevvvicnnen. 322 343
% management positions held by women... 10.3 10.3
Employees with disabilities..................coccoiiiin 13 13
Significant Information on the Exercise of
Corporate Citizenship
Ratio between highest and lowest compensation.................. 21 times 21 times
Total occupational accidents...............cccoveeneiiciriieniee e 25 16
Social and environmental projects conducted
Directors/Managers Directors/Managers
Directors/Managers Directors/Managers
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(Convenience Translation into English from the Original Previously Issued in Portuguese)

BALANCE SHEETS AS OF DECEMBER 31

(In thousands of Brazilian reais — R$)

2004 2003
ASSETS
CURRENT ASSETS
Cash and cash equivalents
Cash and cash equIValENES.............c.coooeecivieiin e 133 285
Temporary cash iNVEStMENTS. ... 543,857 317,583
543,990 317,868
Accounts receivable
Consumers, concessionaires and permittees.........c...ccooevereivene. 141,418 116,460
INVENLOTIES. .....viiiiiee et s e meicee e e e eee 25874 21,052
Accounts receivable — Sao Paulo State Finance Department........... 49273 123,600
Allowance for doubtful accounts..........ccooeecveiiiiini e (1,079) -
Recoverable taxes......c......oovvvi i e 9,260 3,938
ESCrOW GEPOSIHS......ociiiiiiii et 6,189 6,325
Other.....ccoooevvreernine PSPPSRI 17,262 10,232
248,198 281,607
Prepaid eXPenSeS.....ccooueimrercrereeiiienesmssst et serseesiussssrsssseesnessansese 5783 5,562
797,971 605,037
LONG-TERM ASSETS
Accounts receivable
Accounts receivable — S&o Paulo State Finance Department........... 117,632 143,278
Sale of assets and rights...........cocooiiiciiiir e 70,496 70,496
Allowance for doubtful accounts............ccccooveviiiiicrinii s (72,714) (70,496)
Deferred income and social contribution taxes.............ccccoveeieveennnn. 96,488 81,271
ESCIOW AEPOSIES......ccciiiiiiee e ree e cr et aa e . 60,466 56,729
(0] (31 SO OO O OSSO OU ORISR 100 3,005
272,468 284,283
Prepaid eXpenses.......c.cccciurierecrisininticnsimi s 62,602 -
335,070 284 283
PERMANENT ASSETS
INVESEMENLES.......coeciiiicciecernreneer st et csemr s an s e s e e st ane e s rnanan 4,245 4,245
Property, plant and equipment
In service......ccccovvvevvveenrne, 5,537,417 5,178,489
Accumulated depreciation (2,397.290) (2,269,279)
3,140,127 2,909,210
T ol yeTe [T PO O PSP P PRUPPTSO PP 364,251 565112
3,504,378 3,474,322
Special HabIlItIES.......ccoioiirire e {9,556) {9,088)
3,494 822 3,465,234
3,499,067 3,469,479
TOTAL ASSETS ...t ccrcrmerirrrersn st s s e re s e e e s e st serenanenens 4,632,108 4,358,799

The accompanying notes are an integral part of these financial statements.
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(Convenience Translation into English from the Original Previously Issued in Portuguese)
BALANCE SHEETS AS OF DECEMBER 31

(In thousands of Brazilian reais — R$)

2004 2003
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES
SUPPHEIS....oooi 39,787 25,832
Taxes PAYADIE. ..o 41,916 16,857
Loans, financing and debt charges............ccccooeev v, 44768 41,960
Regulatory Charges............ccoceiiiiiiii i 7,248 5,281
Payroll and related charges............ 12,863 14,262
Voluntary termination program 1,175 7,162
Accrued Habilities.............cocco oo 38,911 42 872
Accounts PaYaDIE. ..ot 13,641 18,342
Interest on capital/dividends.............cc.oooiie i 44,399 72,556
(07137 SO R OSSO PRSP SPPPPOPISPSUIUIOUSIPION 18,382 17,253
263,090 262377
LONG-TERM LIABILITIES
Loans and fiNANCING............oceeiiiiiirie et e 13,997 55,706
ACCOUNES PAYBDIE........oieciiieiiiieii e 220,954 206,104
Deferred inCome tax.........occviiiiiiiiiiiic 16,374 16,374
Reserve for CONtiNGENCIES. .....c.cvocivivviiiiciiee e 216,900 175,440
Accrued taxes...........oooeiiviiiiini 38,524 37,416
Special liabilities - reversal/famortization................occcooee 24,053 24,053
[0 (3T U SO P RSP SO SO PRt 8474 8,433
539,276 523,526
DEFERRED INCOME.......... i ssssananns 134,465 151,450
SHAREHOLDERS’ EQUITY
CAPIA] oo e 462,000 462,000
Capital FESBIVES......c.oivviiirei ettt s 2,592,369 2,592,369
Profit FESeIVES. ..o 157,929 142,020
Retained earnings 482 313 224,391
3,694,611 3,420,780
Funds for capital INCrease............ccocovevivivciiniiiiiiii e 666 666
3,685277 3421446
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY............. 4,632,108 4,358,799

The accompanying notes are an integral part of these financial statements.



TRARSPKISSAT
PAULESTA

CNPJ 02.998.611/0001-04

PUBLICLY-TRADED COMPANY

(Convenience Translation into English from the Original Previously Issued in Portuguese)

STATEMENTS OF INCOME

FOR THE YEARS ENDED DECEMBER 31
(In thousands of Brazilian reais-R$)

2004
OPERATING REVENUES
Electricity network usage Charges.............covviiinineiince e 1,155,864

2003

603,778
6,381
910,159

(24,328)

(39,131)
(107)

(63,556)

846,583

(88,776)
(8,167)
(46,428)
(149,735)
(293,108)
553,487

(221,652)
(11,865)
(12,245)
(35,026)
(10,817)

(2,785)
(30,380)
(19,568)

(344,348)

208,141

16,985
90,638
(23.526)
(9.531)
{147,249)
T (72,483)
136,658
2,459
(9,154)
(6,695)

128,963
(12,835)
(49,483)

1,680
5,502

75,127
147,249

222,376

Other revenues 5645
1,161,508
DEDUCTIONS FROM OPERATING REVENUES..............ccoveue
Global Reserve for Reversions RGR............cciiii i (31,418)
COFINS/PIS (taxes on revenues).......... . e (84,535)
Recovery of COFINS / PIS — ANEEL Circuiar. - 62,602
1SS (SENVICE tAX). . vttt e et en e s 166
(83.515)
NET OPERATING REVENUES...................... . 1,087,994
COSTOF SERVICE.....c.c it
PEISONNE....co ittt et e e e (98,954)
MEEEIIEIS. ... vttt e e (7,697)
OULSIAR SEIVIBES... .\.ceeeieee et ettt o e (52,619)
DEPretiBtioNn..........oviieeeeieiiiii e e e (152,823)
— (312009
GROSS PROFIT......ccoucummrininnae “ 785,801
OPERATING EXPENSES
PEISONNEL ..ottt et bbb e e s (218,578)
Voluntary termination Program............cciiiiiccii s (7.202)
MELEIIAIS. ..ot et ee s b et e et a ettt e eaae e rean e (14,975)
Outside services.. (30,102)
DEPTECIALION. ... et e e (11,746)
RegUIBLONY ChANGES......... . i s s (15,833)
Reserve for contingencies....... (41,450)
Allowance for doubtful accounts. (3,297)
OhEr BXPENSES. .......oevvevieeieiiiti et eeteeat bt e ere s e et abs e et et bt st earasabsessesresee e (27177)
— (370.370)
INCOME FROM SERVICES.............ccomiirccr s e senenainieens 415531
FINANCIAL INCOME (EXPENSES)
Amortization of negative goodwill...............covieiiiiiciiri 16,985
INCOME. ..o 80,535
Expenses..................... (22,099)
Monetary variations, net.. 3,779
INtErest ON CAPIAL.........coieir ittt e (75.000)
4,200
INCOME FROM OPERATIONS 419,731
Nonoperating iNCOME..........cocii it e 12,857
NONOPErating EXPENSES. .....cc.coit i ettt en e me e (7.042)
NONOPERATING INCOME (EXPENSES)..........cconiivicicrinnnienneee 5,815
INCOME BEFORE TAXES ONINCOME..............ccvvnieniennnne 425,548
Social ContrbUION LaX........oocviiiie e (38,156)
income tax. (107,568)
Deferred social contribution tax............c.coocociiicc (1,606}
Deferred iNCOME tAX.........c.coiiiiiiiiiii e e eens (4,438)
INCOME BEFORE REVERSAL OF INTEREST
ON CAPITAL......coiiniiiinnner s s s sssessenossssasarsssseans 273,778
Reversal of interest on capital............ccccoviveeiiie e 75,000
NETINCOME.......... oot snanss s s ssasasmn s cn e 348,778
Earnings per thousand shares - R$ 2.34

1.49

The accompanying notes are an integral part of these financial statements.
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TRANSKISSAG CNPJ 02.998.611/0001-04
PAULISTA PUBLICLY-TRADED COMPANY

(Convenience Translation into English from the Original Previously Issued in Portuguese)
STATEMENTS OF CHANGES IN FINANCIAL POSITION
FOR THE YEARS ENDED DECEMBER 31
(In thousands of Brazilian reais — R$)

SOURCES OF FUNDS 2004 2003
From operations '
B INCOMIE. ... et e se e e e e et sat e te et n et s ebeasbaeennns 348,778 222,376
items not affecting working capitat
DEPIECIAtION. ... e e ane s 164,569 160,552
Monetary and exchange variations on long-term items ... 16,075 23,485
Disposal of permanent assets............... 9,463 6,907
Amortization of negative goodwil! (16,985) (16.985)
Deferred income and social contribution taxes...........cocoeeiii i (15,217) (7.482)
Reserve for ContiNgeNCIES. ... ..o e e e 41,460 30,380
, 548,143 419,243
From third parties
Transfer from current to long-term liabilities.................cococii e 6,356 37,741
Transfer from tong-term to current @ssets.........c..oocevivicieniic e 31,255 26,569
(07 (T S PR OO E O U PRSP 521 -
38,132 64,310
TOLAl SOUFCES ....oevevirecccereentisistisnneierrenss e as st s ann e saeee bt s s s et man e s e bssebe bR b s S ernananrrsseribatns 586,275 483,553
USES OF FUNDS
Increase in IoNG-ErmM @SSEES ....o.iiiie et 4,018 27,214
Additions to property, plant and equipment 204,089 202,126
INEErESt ON CAPIAL. .. ..o e e ' 75,000 147,249
Transfer from long-term to current liabilities.............ccovccini e 48,344 50,998
Recovery of COFINS / PIS (taxes on revenue) — ANEEL Circular.............cocccoeenicne 62,602 -
Transfer from current {o long-term assSets. ..o e - 3,789
Realization of social contribution tax loss carryforwards...............c.ooove i - 3,215
TORAl USES .ooereireccriecieiierccsrenserrenenivssratseneaiessressonsansesasssnneressessrseneassans snssanannas rreresienenes 304,054 434,591
INCREASE IN WORKING CAPITAL.........cccevuennne. et e R e e s te s se Rt s neant et aearranne 192,221 48,962
REPRESENTED BY
Current assets
AL beginning Of YEAI ..ot 605,037 561,340
AL BN Of YA ...t et et 797,971 605,037
INCrEESE IN CUITBNE BSSELES ....oiiviieeeet ittt ettt eeeecerr et e e e e ee e reeeete e s e e s sesbaeeee 192,934 43,697
Current liabilities
At beginning Of YEAI...........cci e e 262,377 267,642
AL BN OF YBAN. ... et et eae et e nre e e 263,080 262,377
increase (decrease) in current liabilities .............ccccooiiiii 713 (5,265)
INCREASE IN WORKING CAPITAL......ccooiiiiiniivintiirercncmererssarecsssesssssecssnnerssienssssssssasseens 192,221 48,962

The accompanying notes are an integral part of these financial statements.
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(Convenience Translation into English from the Original Previously Issued in Portuguese)
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED DECEMBER 31, 2004 AND 2003

(Amounts in thousands of Brazilian reais — R$)

1. OPERATIONS

Companhia de Transmissdo de Energia Elétrica Paulista ("CTEEP” or the “Company”), a publicly-traded
company controlled by the Government of the State of Sdo Paulo, is authorized to operate as an electric
power public service concessionaire within the State of S&o Paulo, and is principally engaged in the planning,
construction and operation of electric power transmission systems, as well as in research and development
programs related to energy transmission and other activities related to the available technology, either directly
or in cooperation with government or private bodies. The Company’s activities are regulated and inspected by
the National Electric Power Agency (ANEEL).

The Company originated from the partial spin-off of CESP - Companhia Energética de Sao Paulo, and
started its commercial operations on April 1, 1999. On November 10, 2001, Empresa Paulista de
Transmiss&o de Energia Elétrica S.A. (EPTE) was merged into the Company. :

2. CORPORATE GOVERNANCE

In September 2002 the Company adhered to the Level-1 Corporate Governance practices of the S&o Paulo
Stock Exchange (BOVESPA). Accordingly, the Company, whose preferred shares are included in the
BOVESPA index (IBOVESPA), was also included in the Corporate Governance Index (IGC).

The commitments assumed in that adhesion ensure greater transparency of the Company for the market,
investors and shareholders, thus facilitating their monitoring of actions by management and by the controlling
shareholder.

3. PRESENTATION OF FINANCIAL STATEMENTS

The financial statements have been prepared in accordance with accounting practices adopted in Brazil,
together with supplementary standards from the Brazilian Securities Commission (CVM) and specific
legislation applicable to electric power public service concessionaires, established by the National Electric
Power Agency (ANEEL).

These financial statements are in conformity with the principles, methods and criteria adopted by the
Company as of the closing of the 2003 fiscal year.

For better presentation and comparison, the heading Accrued taxes was reclassified from Current Liabilities
to Long-Term Liabilities in the 2003 financial statements, and the effects of this reclassification were also
reflected in the Statements of Changes in Financial Position.
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4. SUMMARY OF SIGNIFICANT ACCOUNTING PRACTICES
4.1. Specific Accounting Practices

a. Financial Charges and Monetary/Exchange Variations
In accordance with the provisions set forth in Accounting Instruction No. 6.3.10, item 4, of the
accounting manual for electric power utilities, interest and other financial charges, as well as
monetary and exchange variations, related to financing from third parties used in property, plant and
equipment in progress, are stated as cost of these assets.

b. ANEEL (National Electric Power Agency) Standards

The Company adopted the procedures set forth in SFF/ANEEL Circular No. 2,306/2004 and
SFF/ANEEL Circular No. 302/2005 (see Note 10).

4.2. General accounting practices
a. Temporary cash investments
Temporary cash investments are stated at cost plus income earned through the balance sheet date.
b. Consumers, concessionaires and permittees

Include amounts billed related to the use of connection systems and basic network by electric power
concessionaires and companies related to these systems.

c. Inventories

Inventories are stated at average acquisition cost, not in excess of replacement value. Materials used
in property, plant and equipment are recorded in property, plant and equipment in progress.

d. Propenrty, plant and equipment

Property, plant and equipment items are stated at acquisition and/or construction cost, monetarily
restated through December 31, 1995, plus CMC (Supplementary Monetary Restatement),
established by Law No. 8,200, of June 28, 1991, interest on capital through December 31, 1998,
financial charges, monetary and exchange variations of loans and financing related to property, plant
and equipment in progress, less accumulated depreciation and amortization. ‘

Depreciation is calculated under the straight-line method based on annual rates ranging from 2% to
8.3% for assets related to the transmission system, 10% for furniture and fixtures and 20% for
vehicles, pursuant to Resolution No. 002, of December 24, 1997, updated by Resolution No. 44, of
March 17, 1999, of the National Electric Power Agency (ANEEL).

e. Assets and liabilities subject to monetary and/exchange variations

Assets and liabilities subject to indexation are monetarily restated based on indices established by
law or contract through the balance sheet date.
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f. Deferred income
Unamortized negative goodwill refers to an investment accounted for by the equity method in the
subsidiary EPTE - Empresa Paulista de Transmiss&o de Energia Elétrica S.A., merged by the
Company on November 10, 2001.

This negative goodwill is amortized monthly over the subsidiary’s concession period, which expires in
December 2012. '

g. Income and social contribution taxes
Calculated pursuant to applicable legislation, based on net income adjusted by the addition of
nondeductible expenses, deduction of nontaxable income and addition and/or deduction of temporary
differences.

h. Interest on capital

Interest on capital is stated as allocation of income, in shareholders’ equity. For tax purposes, interest
is recorded as financial expenses, reducing the income and social contribution tax basis.

i. Earnings per thousand shares

Calculated based on the number of shares outstanding at the balance sheet date.

5. TEMPORARY CASH INVESTMENTS

Temporary cash investments are represented by bank certificates of deposit and quotas of financial
investment funds held in Banco Nossa Caixa S.A.

Type of investment 2004 2003

Floating rate bank certificates

of deposit - interbank deposit rate....... 272,342 174,785
Financial investment fund-state-
owned COMPpPanies.......ccccevevvveveerenveennns 271,515 142,798

543,857 317,583

6. CONSUMERS, CONCESSIONAIRES AND PERMITTEES

Our customers are electric power concessionaires/permittees and free consumers of electric power
connected to the Company'’s facilities.

Facilities 2004 2003
Basic network...........coceeeee. 108,510 67,898
Connection.........cccceceeeeeeeenn. 32.909 48, 562

141,419 116,460
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7. ACCOUNTS RECEIVABLE - SAO PAULO STATE FINANCE DEPARTMENT

2004 2003

Current Long-term Total Total
Benefits - Law NO. 4,819/58............coccoovvevveeriinnn, 36,852 24,568 61,420 82,467
Agreement for assignment of credit rights............... - - - 89,592

Agreement for acknowledgement and

consolidation of debts............covveiiiiiin 9,841 64,785 74,626 70,881
Sale of real Propeny......ccccoveveeiieicieenie e 2,045 13,466 15,511 14,734
Other ... e 535 14,813 15,348 9,204
49,273 117,632 166,905 266,878

7.1. Benefits — Law No. 4,819/58

These amounts relate to advances made by CESP - Companhia Energética de S&oc Paulo, from
November 1981 to May 1983, for payment of benefits to employees participating in the pension plan of
the State of S&o Paulo, in accordance with State Law No. 4,819/58. '

As a result of CESP’s partial spin-off, these receivables were transferred to the Company, and on
August 6, 1999 an agreement was signed with the State Finance Department, to receive the amount in
84 monthly installments, adjusted according to the general market price index (IGP-M) variation, plus
interest of 6% per year, from September 1999 through August 2006.

7.2. Agreement for Acknowledgement and Consolidation of Debts

On May 2, 2002, the Agreement for Acknowledgement and Consolidation of Debts was entered into with
the State Finance Department, in which the state acknowledges a debt to the Company for the amounts
corresponding to the disbursements originally made by CESP - Companhia Energética de Sao Paulo,
from 1990 to 1999, for payment of pension benefits in accordance with State Law No. 4,819/58, with the
acknowledged amount being adjusted up to January 2002 in accordance with the UFESP variation, and,
starting in February 2002, in accordance with the monthly variation of the IGP-M, plus 6% per year. The
reimbursement will be made in 120 monthly installments, beginning August 1, 2002, with final maturity
on July 1, 2012

7.3. Sale of real property

On July 31, 2002, a Private Transaction Agreement, including a promise to sell a real property,
acknowledgement of liabilittes and payment commitment, was signed with the State Finance
Department, in which the State acknowledges its debt to the Company in the amount of R$ 12,243,
which corresponds to the market value of the total area of the property occupied by the State and
partially used for the construction of prisons called “Cadei&o”.

Therefore, the State agreed to reimburse the aforementioned amount to the Company in 120 monthly
installments beginning August 1, 2002, with final maturity on July 1, 2012, adjusted according to the
monthly variation of the IGP-M, plus interest of 6% per year.

N
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7.4. Other

In addition to the above-mentioned amounts, CESP made an advance for payment of monthly expenses
related to family allowance benefits, in accordance with Law No. 4819/58, in the amount of R$ 2,218
(long-term), R$ 535 (current) and R$ 12,595 (long-term), related to retired employees' labor lawsuits
settled by the Company and under the State’s responsibility, thus totaling R$ 15,348. The Company is
negotiating the reimbursement of this amount with the State Finance Department. Considering the
expectation of loss, in 2004 management decided to recognize an allowance for doubtful accounts in
Long-term assets, in the amount of the aforementioned family allowance benefits.

8. SALE OF ASSETS AND RIGHTS
a. Technical Equipment Maintenance Center (CETEMEQ)

On April 13, 1998, a Private Agreement for Assignment and Transfer of Rights and Obligations was executed
by and between EPTE - Empresa Paulista de Transmiss@o de Energia Elétrica S.A., merged into the
Company on November 10, 2001, and Eletropaulo Metropolitana Eletricidade de S&o Paulo S.A. relating to
the real property located at Rua Lavapés, 463, Cambuci, Sdo Paulo, for the market price of R$ 70,498,
payable in 21 equal and successive monthly installments, with maturity on the first business day of each
month, beginning May 1998. In view of the contestation by Eletropaulo Metropolitana Eletricidade de S&o
Paulo S.A. of the aforementioned amount and the fact that the instaliments had not been received, EPTE
filed collection lawsuits on February 11, 1999 and October 18, 2000, with the 1% and 36" Civil District Courts
of the Central Jurisdiction of S&o Paulo, respectively.

In December 2000, the net book value of this asset, in the amount of R$ 4,904, was disposed of from
property, plant and equipment, and the related sale, taxes on the gain resulting from the sale, allowance for
doubtful accounts and tax credits were recorded.

Due to uncertainties as to the outcome of this issue, the Company maintains a provision for the total balance
receivable.

9. DEFERRED INCOME AND SOCIAL CONTRIBUTION TAXES
Refer to tax credits available for offset against future taxable income, calculated on temporarily nondeductible

provisions in part “B” of the Taxable Income Computation Book (LALUR), and arising from the following
provisions:

2004 2003
Income tax Social Total Total
contribution
tax
Allowance for doubtful accounts................c......... 17,198 5,544 22,742 21621
Reserve for tax contingencies...........cccoovvicvvecn 25,105 9,038 34,143 29,322
Reserve for labor contingencies........................... 27,158 9,777 36,935 27,660
Reserve for social security contingencies............. 1,706 614 2,320 2,320
Reserve for civil contingencies.............................. 256 92 348 348
71,423 25065 96,488 81,271

D7.
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10. COFINS AND PIS (TAXES ON REVENUE) REGULATORY ASSETS

According to the Transmission Concession Agreement entered into with ANEEL (National Electric Power
Agency), the company is assured the maintenance of its economic and financial balance.

Due to the effects produced by Law No. 10,637, of December 30, 2002, Law No. 10,833, of December 29,
2003, and Law No. 10,865, of April 30, 2004, the increase in the COFINS and PIS rates, which was not
considered in the adjustments of the Company’s revenues, had an impact on its costs.

ANEEL's Year-End Official Letter and Supplementary Instructions for 2004 recognized this imbalance,
establishing its recording by electric power transmission companies. In the next review of allowed annual
revenue, to come into force beginning July 1, 2005, financial adjustments due to said laws must be
contemplated.

Therefore, regulatory assets arising from an increase in COFINS and PIS rates, as established by
SFF/ANEEL Circular No. 302/2005 of February 25, 2005, were recorded in long-term assets as Prepaid
expenses in counterpart to Deductions from operating revenues and regutatory charges.

The balance of these regulatory assets as of December 31, 2004 is as follows:

Description Period Historical value
COFINS......oooieeeee e Feb. 2004 to Dec. 2004 44 411
PIS. e Dec. 2002 to Dec. 2004 18,191

_—‘—-———;62‘_6—-—%

11. PROPERTY, PLANT AND EQUIPMENT

2004 2003
Restated Accumulated Net book Net book
cost depreciation value value
In service
Intangible assets.........cccco i 56,842 - 56,942 56,597
LN, ettt 82,105 - 82,105 81,508
Buildings, construction and improvements......... 566,604 (309,151) 257,453 269,733
Machinery and equipment...............cccccoeiieeenee. 4,781,186 (2,055,786) 2,725,400 2,481,292
VEHICIES. ... 29487 - (21,968) 7,519 8,491
Furniture and fixtures..............cevvvvvcvcniiciennn. 21,093 __(10.385) _ 1 0,7Q8 10,499
5537.417 (2,397.290) 3,140,127 2.909.210
IN Progress........ovviiiiicneeiniimisisesisnressesessssessssaass 364,251 - 364,251 565,112
Special liabilities
Donations received............ccccvvvvereevvcninnniinnenn (9,556) - (9,556) (2,088)
5892112 (2,397.290) 3,494 822 3465234

-28-
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12.

13.

In accordance with the provisions set forth in Accounting Instruction No. 6.3.10, item 4, of the accounting
manual for electric power utilities, interest and other financial charges, as well as monetary and exchange
variations, in the amount of R$ 6,064 (2004) and R$ 6,049 (2003), related to financing contracted with Banco
Société Générale to be used in property, plant and equipment in progress, are stated as cost of these

assets.

In accordance with articles 63 and 64 of Decree No. 41,019 of February 26, 1957, assets and installations
used in the transmission of electric power are linked to these services and cannot be retired, sold or pledged
as mortgage guarantees without the prior and express authorization of the competent authorities. ANEEL
Resolution No. 20/99 regulates the electric power utility concession assets, giving prior authorization for not
restricting assets no longer serviceable to the concession, when intended for sale, and determining that the
proceeds from the sale be deposited in a restricted bank account, and invested in the concession.

TAXES PAYABLE
2004 2003
Deferred income tax ~ regulatory asset..............cc.....c.. 15,627 -
COFINS............. et et ettt e be et 7,716 1,764
Deferred social contribution tax — regulatory asset.......... 5,634 -
Social contribution tax on capital gain...........cc..coeeeee 5,247 5,247
Income tax — interest on capital..........cccoooeeeii 4,314 -
PIS (1ax on revenue).........cccoovvvveetiiinncie e 1,675 1,335
INSS (social security contribution)...........c..c.cccceevrinnnen. 495 446
Inspection fee - ANEEL............cooviiiiiniiovieccicn e 272 232
Social contribution tax................cco - 1,975
INCOME tAX....eiieeer s - 4,989
OthEr ... o e e 936 869
41,916 16,857
LOANS AND FINANCING
2004 2003
Principal
Charges Current Long-term Total Total
Foreign currency
Financial institutions................. 227 26,622 13,311 40,160 67,485
Local currency
Fundag@o CESP..............c.c... - 17,862 - 17,862 29,388
ELETROBRAS........c.cocoevevee 7 50 686 743 793
7 17,912 686 18.605 30,181
234 44 534 13,897 58,765 97,666

Q.
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13.1. Financial institutions

Refers to a loan agreement entered into on May 13, 1998 with the Bank Société Générale in the
amount of FRF 269,627,703 (€ 41,089,233) and guaranteed by Banco Real S.A. This financing, which
funded investments in the Miguel Reale Substation, is subject to interest of 6.38% per year payable
semiannually. A 2.25% acceptance fee is paid in advance on a semiannual basis to Banco Real S.A.,
calculated on the disbursed balance.

Amortization is made in ten equal and consecutive semiannual installments, the first of which in
November 2001 and with the final installment scheduled for May 2006.

13.2. Fundacao CESP
Refers to the Agreement for Acknowledgment of Debt and Other Covenants, signed in November
1997, with the approval of the Secretariat for Social Security and Supplementary Benefits and effective
through November 2005.
The charges are calculated based on the employee pension plan actuarial cost variation (General
Price Index — internal availability [IGP-DI] pius interest of 6% per year) or the TR (a managed prime
rate) plus interest of 8% per year, whichever is higher, and are added to the principal on a monthly
basis. In 2004 the balances were adjusted by 18.95%, based on actuarial cost variation.
13.3. Long-term amortization schedule
currency
Maturity Foreign Local
2008......cci oottt e 13,311 50
2007 ... - 50
2008......eeeeei s - 50
2009, - 50
2010 e - 50
Thereafter.......c..coocevviieicen i - 436
13,311 686
14. ACCRUED LIABILITIES
2004 2003
Vacation and vacation bOnUS.........ccceeeeii i, 17,878 23,265
Payroll charges on vacation and vacation bonus......................... 7,585 9,639
Employee profit sharing..........c..cccociiiiiiiii 13,448 9.968
38,911 42 872

————————————  r——————
e e ——

Employee profit sharing was recorded pursuant to Decree No. 41,497/96, in compliance with the
assumptions established in the 2004/2005 collective labor agreement.

=20-
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15. ACCOUNTS PAYABLE

16.

The amounts of R$ 13,641 (R$ 18,342 in 2003), classified in Current liabilities and R$ 220,954 (R$ 206,104
in 2003), classified in Long-term liabilities, refer to the balances payable of two agreements for
acknowledgment of debt related to the financing of actuarial deficit entered into with Fundacéo CESP,
totaling R$ 234,595 (R$ 224,446 in 2003), related to BSPS (Settled Proportional Pension Plans), with
monthly payments and final maturity scheduled for November 2017, restated based on the actuarial cost
variation (General Price Index — Internal Availability [IGP-DI] plus interest of 6% per year).

As defined in the respective agreements, at the end of fiscai year, balances are adjusted for determining
contribution instaliments for the subsequent year, according to actuarial deficits or surpluses, caiculated in
accordance with Fundagéo CESP’s actuarial methodology.

The Company adopts the practice of not recording the reduction in agreement balances according to the
surpluses obtained, considering that these are long-term liabilities and subject to volatility.

The liability calculated according to the actuarial methodology established by Brazilian Securities
Commission Resolution No. 371/00 is R$ 208,035 (see Note 22 .4), therefore lower than the total baiance
recorded by the Company.

RESERVE FOR CONTINGENCIES

The various types of contingencies were evaluated and classified based on the likelihood that the Company
would incur economic and financial risk, as follows:

Likelihood of loss

Probable Possible Remote Total
Type — 2004 2003 _ 2004 _ 2003 _ 2004 _ 2003 _ 2004 _ 2003
Labor......ccoeveiececie e 108,631 81,354 23,877 58,000 151,438 110,228 283,946 249,582
Civile e 1,023 1,023 - - - - 1,023 1,023
Tax — urban property tax. 100,421 86,238 - - - - 100,421 86,238
Social security - INSS..... 6,825 6.825 - - - 6.825 6,825

216,900 _ 175,440 23877 58000 _ 151,438 _ 110228 _392215 _ 343668

The likelihood of loss for each contingency, resulting in an unfavorable outcome for the Company, is
classified as follows:

Probable — the future event or events is likely to occur,;

Possible — the chance of the future event or events occurring is more than remote, but less than probable;
and

Remote — the chance of the future event or events occurring is slight.
Reserves have been recognized for contingencies classified as probable loss.

On a quarterly basis, lawsuits are reassessed and reserves are supplemented if necessary.

-31-
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16.1. Labor

The Company assumed responsibility for certain lawsuits before different courts, arising principatly
from CESP's partial spin-off, and from the merger of EPTE - Empresa Paulista de Transmisséc de
Energia Elétrica S.A.

16.2. Tax - urban property tax
Reserve recorded to cover amounts due to the municipalities of S0 Paulo and Sdo José dos Campos.
16.3. National Institute of Social Security (INSS)

On August 10, 2001, the Company received from the National Institute of Social Security (INSS) an
assessment notice for nonpayment of social security on compensation paid to its employees in the
form of meal tickets, morning snack and basket of staples during the period from April 1999 through
July 2001. Accordingly, management decided to recognize a reserve and make a corresponding
escrow deposit, recorded in long-term assets, under “Escrow deposits”.

17. ACCRUED TAXES

The Company is challenging in court the constitutionality of the changes introduced by Law No. 9,718 of
November 27, 1999, which increased the COFINS rate from 2% to 3% and included financial income and
nonoperating income in the COFINS tax basis.

Accordingly, the Company recorded provisions and made the corresponding escrow deposits up to January
2004. Beginning February 2004, with the enactment of Law No. 10,833 of December 29, 2003, which
establishes the noncumulative levy of COFINS, the Company started making the payments in accordance
with the new law. The escrow deposit amounts to R$ 38,524, recorded in long-term assets, under “Escrow
deposits”.

18. SHAREHOLDERS' EQUITY

18.1. Capital

The Company's authorized capital is R$ 1,469,080, represented by R$ 615,696 in common shares
and R$ 853,394 in preferred shares, all of which are registered shares without par value.

Subscribed and paid-up capital is R$ 462,000, represented by 62,558,662,803 common shares and
86,726,372,193 preferred shares totaling 149,285,034,996 shares.

Preferred shares do not have voting rights; however, they entitle their holders to priority in capital
reimbursement and to receive noncumulative dividends of 10% per year calculated on the paid-up
capital corresponding to this type of share.

-32-
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18.2. Ownership structure

The Company’s main shareholders are as follows:

2004
Number of shares — in units
—.Common __ % _ Preferred % Tota| %

Government of the State of Sao Paulo
and related companies - (control)

State Finance Department................. 33,134,660,880 52.97 6,321,251,879 7.29 39,455,912,759 26.43
BancoNossa Caixa S A........cooeovieene. 5,136,117,240 8.21 7,686,364,200 8.86 12,822,481,440 8.59
Companhia do Metropolitano de
S#o Paulo - METRO 1,979,332,142 3.16 - - ) 1,979,332,142 1.33
Other.. ..o 8.777.700 0.01 153,576,465 0.18 162,354 165 0.10

40,258 887.962 64.35 14.161,192.544 16.33 54.420.080.506 36.45

Other - (outstanding shares) '

Centrais Elétricas Brasileiras S.A. -

ELETROBRAS..........oovvovoee e 6,160,836,510 9.85 46,626,881,775 53.76 52,787,718,285 35.36
Federal Government.........c.....coceveeeerennne. 9,556,150,967 15.28 - - 9,556,150,967 6.40
BNDES Part S.A. BNDESPAR................. - - 2,950,169,191 3.40 2,950,169,191 1.98
Pension Plan for

Banco do Brasil's employees................. 296,439,000 0.47 1,348,157,697 1.56 1,644,596,697 1.10
L Parisotto Participagdes Lida................. - - 1,100,000,000 1.27 1,100,000,000 0.74
LIGHTPAR - Light Participagbes S.A....... - - §79,189,800 1.13 979,189,800 0.66
Petrobras Pension Plan - PETROS......... - - 933,109,138 1.07 933,109,138 0.62
Wisteria Holdings LLC..........c.coccoiveniane. 691,424,140 1.11 6,400,000 0.01 697,824,140 0.47
ABNAMROFunds...........cc..cocoveeeiiiinne - - 639,000,000 0.74 639,000,000 0.43
The Bank of New York -

ADR Department.............cccooeevvviervimnienn. 36,999,000 0.06 85,153,200 0.10 122,152,200 0.08
[ 111761 £o7 o - RO - - 212,710 - 212,710 -
Board of Directors........c.ccccvemevireerciinnnns 30 - 23,806 - 23,836 -
Fiscal Council......cccccreeeerrccriinncnrereeienenn. - - - - - -
Other(1)...c..oeeeieeeee e 5.557,925,194 8.88 17,896,882.332 20.63 23,454,807.526 15,71

22.299.774,841 36,65 72.565.179,649 83.67 94,864,954 490 63.55
62,558,662,803 __100.00 86,726,372,183 _ 100.00 149,285,034996 __100.00

(1) Includes shareholders that individually hold shares not exceeding 5% of voting capital.
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2003
Number of shares - in units
—Common % _ Preferred = % Jotal %

Government of the State of Sao Paulo

and related companies - (control)

State Finance Department.................... 33,134,660,880 52.97 6,321,251,879 7.28 39,455,912,759 26.43
Banco Nossa Caixa S.A....... 5,136,117,240 8.21 7,686,364,200 8.86 12,822,481,440 8.59

Companhia do Metropolitano de

Sao Paulo - METRO........c.oecvrennnnn. 1,979,332,142 3.16 - - 1,978,332,142 1.33
Other ..o 8777.700 0.01 153.576.465 0.18 162,354,165 0.10

40258 887,962 _ 6435 _ 14161192544 _ 1633 ___ 54420080506 __ 36.45

Other - (outstanding shares)
Centrais Elétricas Brasileiras S.A. -

ELETROBRAS........cooovveveiieenes 6,160,836,510 9.85 46,626,881,775 53.76 52,787,718,285 35.36
Federal Government 9,556,150,967 15.28 - - 9,556,150,867 6,40
BNDES Part S.A. BNDESPAR............. - - 2,9850,169,191 3.40 2,950,169,191 1.98
Pension Plan for '

Banco do Brasil's employees................. 296,439,000 0.47 1,348,157,697 1.55 1,644,586 697 1.10
Fundagdo CESP.......ccooeeievcveieree e - - 1,637,600,000 1.89 1,637,600,000 1.10
Petrobras Pension
Plan - PETROS........ccoeeiieiieeecee s - - 1,412,200,000 1.63 1,412,200,000 0.94
LIGHTPAR - Light Participacées S.A... - - 979,189,800 1.13 979,183,800 0.66
Wisteria Holdings LLC..........c.ccoie 691,424,140 1.1 6,400,000 0.01 697,824,140 0.47
The Bank of New York -

ADR Department.............c.ccceeviennnen.. 36,999,000 0.06 97,636,200 0.11 134,635,200 0.09
DIrectors....coveeeneenreresmnssennnssisnesenen - - 212,710 - 212,710 -
Board of Directors.........ccocovevncernciicnnns 31 - 103,807 - 103,838 -
Fiscal Council......ccceeeerecenmeecniiicereneanens - - - - - -
(0] (311 {1 VU UUUOTRUUTRRIO 5.557,925,193 8.88 20,19 23,064 553,662 15.45

__17.506,628.460
_ 22200774841 __ 3565 _ 72565179649 _ 8367 _ 94864,954490 _ 63,56
62,558 662,803 100.00 86,726,372.193 100.00 149,285 034 996 100.00

(1) Includes shareholders that individually hold shares not exceeding 5% of voting capital.
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18.3. Ownership structure of shareholders holding more than 5% of voting capital

2004
Number of shares - in units
Common % Preferred % Total %
Banco Nossa Caixa $.A
35,678,562 99.89 - - 35,678,562 99.99
17 0.01 - - 17 0.01
35678579 100.00 - - 35,678,679 100.00
Centrais Elétricas Brasileiras S.A. -
ELETROBRAS
Federal Government...... 264,328,120,835 58.41 17,595,501,100 20.70 281,923,621,935 52.45
BNDESPAR..........c.cccoee. 67,616,953,798 14.92 346,083,380 0.41 67,883,037,188 12.63
National Development Fund... 22,810,794,898 5.04 - - 22,810,794 898 4.24
Other......coveiveeeeee e 97,855,894,019 21.83 67,049,172,840 78.89 164,905,066,859 30.68
452,511,763,550 100.00 84,890,757,330 100.00 537,502,520,880 100.00
BNDESPAR
National Bank for Economic and
Social Development } }
(BNDES)...o.. oo eersreserseensr 110000 1 _10000
BNDES
Federal Government...............co....... 6,273,711,452 100.00 - - 6,273,711,452 100.00
2003
Number of shares - in units
Common % Preferred % Total %
Banco Nossa Caixa S.A
State Finance Department 35,678,562 99.99 - - 35,678,562 99.99
Other....ovoreeee e 17 0.01 - - 17 0.01
35,678,578 100.00 - - 35,678,579 100.00
Centrais Elétricas Brasileiras S.A. -
ELETROBRAS
Federal Government..........ccceevvunn. 264,328,120,835 58.41 17,595,460,180 20.70 281,923,581,015 52.45
BNDESPAR...........cccoeee. 67,789,960,070 14.98 532,937,780 0.83 68,322,897,850 12.71
National Development Fund... 22,810,794,898 5.04 - 22,810,794,888 4.24
Other......ccoceiieiireivr e, 07,582 .887.747 21.57 66,862,359.370 78.67 164,445,247 117 30.60
452 511,763,550 100.00 84,990,757,330 100.00 537,502,520,880 100.00
BNDESPAR
National Bank for Economic and
Social Development (BNDES).............. 1 __100.00 - - 1 __10000
BNDES
Federal Government................c....... 6273711452 100.00 - - 6,273,711.452 100.00
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18.4. Capital reserves

2004 2003
Investment grants - CRC ... 1,802,084 1,802,084
Interest on financing for property, plant and equipment - Capital ... 633,053 633,053
Investment grantS.........ccviv e 150,489 150,489
Tax incentives — FINAM (Amazon Investment Fund)........................ 6,743 6,743

2592 369 2,592 369

a. Interest on financing for property, plant and equipment in progress
Refers to interest on financing used in construction, applied to work in progress, and which can only

be used for capital increase. In 1999, the Company discontinued this practice, as allowed by the
accounting manual for electric power utilities.

18.5. Profit reserves

2004 2003
LeQal TESEIVE. ..ottt e ' 63,480 46,041
StatUtory FESEIVE.......o.vieeiieceee e 46,200 46,200
Unrealized profit reserve.........cccoevviiinccc e 48,249 49,779

157,929 142,020

a. Legal reserve
Recognized at 5% of net income, before any allocation, up to the limit of 20% of capital.
b. Statutory reserve

The Company's bylaws establish the recognition of this reserve at the rate of 20% of net income,
less legal reserve and mandatory minimum dividends, up to to the limit of 10% of capital.

¢. Unrealized profit reserve

Unrealized profits result from a credit balance of monetary restament of permanent assets and
shareholders’ equity through 1985. This reserve is realized in proportion to the depreciation of
property, plant and equipment. The realized amounts are monthly transferred to the retained
earnings account.
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18.6. Payment of dividends to shareholders

Article 31, paragraph 1, of the Company’s by laws establishes semiannual payment of dividends to
shareholders, caiculated based on the paid-up capital, as follows:

o 10% per year for preferred shares; and
o Until 10% per year for common shares.
a. Interest on capital

Under Law No. 9,249 of December 26, 1995, legal entities taxed based on taxable income may pay
interest on capital to their shareholders contingent upon the existence of income before deduction
of interest on capital or on the amount of retained earnings and profit reserves; in both cases limited
to 50% of the respective accounts, allowing the deductibility, for tax purposes, of the interest paid to
shareholders.

Accordingly, on December 2, 2004 interest on capitai in the amount of R$ 27,177 was paid.

The Board of Directors, in a meeting held on November 22, 2004, decided to pay interest on capital
to shareholders, in the amount of R$ 47,823, corresponding to R$ 0.5023946 per,000 shares
(preferred and common), whose payment will be made on June 23, 2005, thus totaling R$75,000
for 2004. ’

The interest on capital paid may, according to article 9, paragraph 7, of Law No. 9,249/95, be offset

against the dividends referred to in article 202 of Law No. 6,404/76 and article 31, paragraph 3, of
the Company’s bylaws.

b. Allocation of income

2004 2003

L= QT o7 1 o1 SN 348,778 222,376
Recognition of legal reserve............ccccvvrvneeniennecnree e (17,439) (11,119)
Realization of unrealized profit reserve -

Supplementary monetary restatement - Law No. 8,200/91............ 1.530 1,776
Dividends payable............coeeeiir et 332,869 213,033
Interest on capital.........c.ocooeevi i (75,000) (147,249)
Balance available for resolution at Annual Shareholders’ Meeting. 257,869 65,784
Retained arningsS......c.ooocviriveniii ettt 257 869 65,784
Mandatory minimum dividends...........c.occoiviiniiii 46,200 46,200
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c. Profit retention

Management, considering the proposal for the multi-annual capital budget, and grounded on article
196 of Law No. 6,404/76 and Brazilian Securities Commission Instruction No. 59/86, proposes to
the Annual Shareholders’ Meeting the retention of the remaining profit balance, in the amount of

R$ 257,869, in the retained earnings account.

19. PERIODIC REVIEW OF ALLOWED ANNUAL REVENUE

.In accordance with Concession Agreement No. 59/2001, entered into with the Federal Government on June
20, 2001 through ANEEL, every four years, beginning on the date this agreement is signed, ANEEL will
periodically review the Allowed Annual Revenue from electric power transmission related to the
implementation of authorized projects that were placed in service after December 31, 1999, with the
purpose of promoting efficiency and tariff reasonableness, pursuant to specific reguiation to be issued by
ANEEL. Accordingly, the first periodic review of the Company’'s Allowed Annual Revenue will occur on July
1, 2005. In 2004, revenue from the use of the Company's electricity network amounted to R$ 1,155,864,
including R$ 103,906 referring to authorized projects that were placed in service after December 31, 1999.

20. FINANCIAL INCOME (EXPENSES)

2004 2003
Income ;
Income from temporary cash investments..............cccccoei, 66,386 65,886
Interest on accounts receivable - State Finance Department................... 18,397 29,284
Revenue deductions - COFINS............c..ooviiiciii e (4,404) (3,337)
Revenue deductions - PIS.........ccoiii i (1,036) (1,835)
L0 {3 7= SO SO U U PO PSS TOOR PSSP PRTOPPPON 1,192 840
80,535 90,838
Expenses
Debt Charges.......c..viieiiiieie et (14,030) (14,824)
CPMF (tax on bank transactions).............cccceeireeniiieiieiiecnceieneeninesnieenens (5,460) (5,398)
RGR (global reserve for reversion)..........cccccouevnvienieniiin e viin e (1,116) (1,116)
Charges ontaxes - CETEMEQ..........ccooo i 7i7) (1,202)
101 { =T S O OO U SO UP PN UPOUOTURTURRP (776) (888)
(22,099) (23,526)
Monetary variations
O BSSBES....viieireriiieiie st e et s e ettt e ra e e 23,351 15,212
ON HADIHHIES. ... veceeiiiii e e et (18,572) (24,743)
3,779 (2,531)

-38-



TRANSMISSAQ
PALHLESTE

CNPJ 02.998.611/0001-04
PUBLICLY-TRADED COMPANY

21. INCOME AND SOCIAL CONTRIBUTION TAXES

The Company records monthly provisions for income and social contribution taxes, and calculates such
amounts based on monthly trial balances (for tax suspension and reduction purposes).

21.1. Reconciliation of income and social contribution taxes

Tax expenses are determined based on prevailing rates, totaling 34% (25% for income tax and 9% for

social contribution tax).

Income before taxes on INCOME.....c.cccovrvvirnnrcsinnnnnnne

Additions/deductions

Amortization of negative goodwill...............ccoeeeiiiinn.
Taxes under litigation...............cccccininnin
Offset of tax loss carryforwards............ccoooeeeeiencencannne
Other additions (deductions)..............cccocrvvveeericeieinnan

Income and social contribution tax expense............

21.2. Breakdown of taxes

Income before taxes on income.......ooocininiinnicnnnnns
Tax with injunction - COFINS..........covviiiiie e
Reserve for tax contingencies.............cccveviiiicicvveccviricceennas
Reserve for tax contingencies — {PTU (urban property tax)......
Reserve for voluntary termination program.................ccocovene.

Reserve for employee profit sharing............cc.cooveeevviciinn,
Allowance for doubtful accounts............c.cc.ccoiin

Allowance for losses — FINAM (Amazon Investment Fund)......
Negative goodwill on investment acquisition............................
Reversal of ProviSionS..........cccvvviiiieii e
Recovery of COFINS/PIS (taxes on revenue) — ANEEL Circular........

Lei Rouanet (culture sponsorship law)

REtE OF 15%..ueviiiiieeiiccie et et
Rate 0f 10%.......oiiiiei e
Rate 0f 9%...coiiiiii e
TAX INCBNHIVES...coiieeiiiieiri et eie et
Provision for income and social contribution taxes...........
Deferred income and social contribution taxes.......................
Income and social contribution tax expense..............

2004 2003
Social Social
contribution contribution
Income tax tax Income tax tax
425,546 425 546 129,963 129,963
30,407 20,670 30,407 20,670
1,108 12,516
- (35,719)
v (8.037) (4.416) 3,038 5,697
448,024 441,800 175,924 120,611
25% 9% 25% 9%
. (112,0086) (39,762) (43,281) {10,855)
2004 2003
Social Social
contribution contribution
Income tax tax Income tax tax
,,,,,,,,,,, 425,546 425,546 129,963 129,963
........... 1,107 - 12,516 -
........... 27,277 27,277 21,794 21,794
........... 14,183 14,183 8,596 8,596
........... 7,202 7,202 11,865 11,865
........... 13,448 13,448 9,968 9,958
........... 3,297 3,297 - -
.......... 2,805 2,805 - -
.......... 30,407 20,670 30,407 20,670
.......... (28,951) (28,951) (24,528) (24,528)
(62,602) (62,602) - -
Q00 900 - -
- (35,719)
........ 215 82 252 -
434,934 423 957 200,833 142,609
......... - (65,240) (30,125)
......... (43,469) {20,059)
......... (38,156) (12,835)
......... 1,142 701
......... (107,568) (38,156) {49.483) (12.835)
........ (4,438) (1,608) 5,502 1,980
________ {112,006) (39,762) (43,981) (10,855)
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22. PENSION PLANS FOR EMPLOYEES

Fundagao CESP maintains pension plans for the Company’s employees.

22.1.

22.2,

22.3.

22.4,

Plan “A” - retirement benefits

Law No. 4,819/58, applicable to employees hired through May 13, 1974, establishes retirement
pension, leave aliowance and family allowance benefits. The funds necessary to cover the expenses
included in this plan are under the responsibility of the proper agencies of the State of Sao Paulo
Government.

Plans “B” and“B1” - retirement benefits

Plans “B” and “B1”, regulated by Law 6,435/77 and managed by Fundagéo CESP, are sponsored by
the Company, granting pension supplementation benefits, whose reserves are established under the
financial capitalization method.

Plan “B" refers to the BSPS (Settied Proportional Pension Plans), calculated as of December 31, 1997
(CTEEP) and March 31, 1998 (EPTE), in accordance with prevailing regulation, and its financial and
economic balance is adjusted to that of those dates. The annual actuarial technical result of this plan
(deficit or surplus) is under the Company’s responsibility.

On January 1, 1998 (CTEEP) and April 1, 1998 (EPTE), the Company implemented Plan “B1", which
defines equal contributions and responsibilities between the Company and participants, for purposes of
maintaining the plan’s actuarial economic and financial balance. This plan grants pension benefits to
its employees, former employees and respective beneficiaries, with the purpose of supplementing
benefits granted by the social security system. The plan is a mixed model, made up of 70% of defined
benefit and 30% of defined contribution.

PSAP Plan — Transmissao Paulista

On January 1, 2004, the plans sponsored by the Company, as well as those of the former EPTE, were
financially merged, and the individual characteristics of the respective plans were maintained, thus
establishing the PSAP Plan — Transmissao Paulista.

Statement - CVM Resolution No. 371/00

The main economic and financial information regarding the Company’s plans (CTEEP/EPTE), in
accordance with CVM Resolution No. 371/00 and based on the actuarial report as of December 31,
2004, is as follows:

a. Reconciliation of assets and liabilities

2004 2003
Fair VAU Of @SSELS......coo ettt r e 1,144,089 866,411
Total actuarial HabililIES. ..........oovvvri et (1,182,715) (1,035,488)
Gains to be recognized in future years..............cccoovvvceeiniiiiin e (169,409) {50,040)
NEt HaDIlIES. ......eeieeeee e e (208,035) (220,117)
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Therefore, based on the evaluation prepared by independent actuaries for calculating actuarial
obligations, there are no additiona! liabilities to be recognized as of the Company’s balance sheet
date, except those already recognized as loans related to retentions of reserves (see Note 13.2)
and acknowledgement of debt (see Note 15), which amount to R$ 252,457.

b. Changes in the plan assets

2004 2003
Fair value of @SSEtS .........oevvveiiieeeic et 866,411 651,641
Employer's contribUtions...........ccccooiininniiiiiiii e 42,260 44 717
Employee’s contributions............cccccoiiiiii 5,342 5775
Return on iNVEStMENES........uiiv i 263,443 186,956
Benefits paid..........coccooiiiiiiic (33,897) (22,724)
Transfer from defined contribution to defined benefit........................... 530 46
1,144,089 866,411
c. Changes in actuarial liabilities
2004 2003
Present value of net actuarial obligation............c..c.ccovivciininn s 1,036,488 898,382
COSt Of CUIMTENT SBIVICE. .....cuviiireeeie st eeertie et e e screr e seersn e e aeee e 9,080 9,289
COSt Of INEEIESE. ... .oveeii ettt a et a e e e eaabe e e 161,070 138,613
ACTUAIIAL LOSS. ..ot et e e eas e abs e bsrsabsssbe e sebebsbessnn s sennnsene 9,434 12,882
BeNefitS PAIL...........ocoeeerrerieieeirrreti et es e an e (33,827) (22,724)
Transfer from defined contribution to defined benefit.............................. 530 46
1,182,715 1,036,488
d. Plan Participants
2004 2003
ACtiVE @MPIOYEES. ..ot 2910 3,065
Inactive employees
REHIBA ... ettt st resbe e v e stbe s aes 654 556
Disability retired.........coocoiviiiiiieiiii e 24 18
P NS ONEIB. .. .eiiviiiieii it r e ee e e e s s et b e e s et e bt e et e e e e atarraaaaas 47 37
725 611
3,635 3,666
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23.

e. Actuarial Assumptions

2004 2003
Rate used to discount to present value of actuarial liability........................... 12.88% 15.54%
Estimated return on plan assets............ccoeiviniiiiiionnnnnn, s 12.88% 15.54%
Salary growth rate. ..o 9.18% 12.27%
Adjustment rate for CORNNUEE DENEItS..............c.....overevreiirrrerns e, 6.00% 9.00%
Benefit/salary capacity factor to maintain purchase power ... 97.75% 86.50%
TUMOVET TR ...t cereeric ettt e st et e Null 2.00%
General mortality table...............ooviiiiniicii e GAM-83 AT-49
Disability rate..................... Light-average Light-average
Disability mortality table.............cocoveeiiennn. IAPB-55 IAPB-55
Active employee mortality tabie Hamza method Hamza method

22.5. Other benefits

In addition to the plan’s benefits, the Company offers its employees other benefits, such as dental,
hospital and medical care, which are also managed by Fundagao CESP. The amount of these benefits
is recorded in Actuarial liabilities, referred to in Note 22 4.

CONCESSIONS

Through Administrative Rule No. 185 of June 6, 2001, issued by the Ministry of Mines and Energy (MME),
the concession held by the Company for the electric power transmission service related to the basic network,
connections and other instaliations was extended for 20 years, beginning July 8, 1995.

Accordingly, on June 20, 2001, the concession agreement for the electric power transmission public service
was entered into by and between CTEEP and the concession authority, through ANEEL.

This concession agreement was amended on December 14, 2001, in view of the merger of EPTE - Empresa
Paulista de Transmiss@o de Energia Elétrica S.A. into the Company. The initially agreed conditions were
maintained, except for the allowed annual revenue cap to be maintained, which was reduced by 0.58% in
July 2002 and 3.56% in July 2003, equivalent to 50% of the efficiency gains expected from the merger.

24. FINANCIAL INSTRUMENTS

The Company's main source of revenue is the use of its electric power transmission system by other
concessionaires and operators. Its annual revenue related to Basic and Connection Network facilities is
defined by ANEEL, pursuant to prevailing iegislation.

The main risk factors inherent to the Company’s operations may be identified as follows:
a. Credit risk

The Company has agreements with the ONS (National Electric System Operator), concessionaires and
other agents for regulating the provision of services related to the Basic Network for 112 users, with a
bank guarantee clause. Likewise, the Company has agreements regulating the provision of services in
other transmission facilities with 20 concessionaires and other agents, with a bank guarantee clause
(see Note 6).
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b. Price risk

Pursuant to the concession agreement, the Company’s revenues are anually adjusted by ANEEL based
on the variation of the General Market Price Index, and part of the revenues are subject to periodic
review every 4 years (see Note 19).

c. Liquidity risk

As established by a state ‘decree, the Company centralizes its financial investments at Banco Nossa
Caixa S.A. (see Note 5).

d. Exchange risk

The Company has only one foreign currency financing agreement, which totals € 11,095,540 as of the
balance sheet date. Given the risk amount, said financing is not hedged (see Note 13).

e. Interest rate risk

Interest based on the variation of the General Price Index ~ Internal Availability (IGP-DI) plus interest of
6% per year is charged on debt agreeements with Fundagéo CESP (see Notes 13 and 15).

The carrying amounts of financial instruments, when compared with the values that might be obtained in
their negotiation in the market, or in market absence, with the net present value adjusted based on the
prevailing market interest rate, approximate their fair values.

25. INSURANCE

Specification by type of risk and the effective period of the Company’s insurance policies is as follows.

-Insuredamount Premium
Risks Effective period uss$ 000 R$ 000 Us$ 000 R$ 000

ASSELS....oeiieer e 11/02/04 to 11/02/05 - 2,164,910 - 5,696
Aircraft

Civil Liability/Hull..............cocoonn.n. 11/02/04 to 11/02/05 56,020 - . 67 13

RETA ..ot 11/02/04 to 11/02/05 - 368 - 2
Generat civil liability................cc....... 10/17/04 to 10/17/05 - 10,000 - 207
Domestic transportation................... 09/18/04 to 09/18/05 - 230,000 .- 35
Personal accidents - group.............. 05/01/04 to 05/01/05 - 105,303 - 11

25.14. Assets

Coverage for risks of fire and electric damage to equipment installed in the transmission substations,
buildings and respective contents, inventories and facilities.

25.2. Aircraft

Mandatory coverage for the Air Carrier Liability (RETA), Hull and Civil Liability (LUC) for the air fleet.
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25.3. General civil liability

Coverage for repairs due to involuntary, personal and/or material damages to third parties, resulting
from the Company’s operations.

25.4. Domestic transportation
Coverage for damages to goods and equipment transported by the Company in Brazil.
25.5. Personal accidents - group

Coverage for personal accidents to executives, interns and apprentices.

26. COLLECTION LAWSUIT BY ELETROBRAS AGAINST ELETROPAULO AND EPTE

In 1989, Centrais Elétricas Brasileiras S.A. - ELETROBRAS filed a collection lawsuit against
ELETROPAULO - Eletricidade de Sao Paulo S.A. (currently Eletropaulo Metropolitana Eletricidade de Séo
Paulo S.A.) referring to the balance of a certain financing agreement. In 1899 a judgment was issued on the
aforementioned lawsuit, ordering ELETROPAULO to pay the calculated balance. Under the partial spin-off
protocol of ELETROPAULO, made on December 31, 1897 and which resulted in the establishment of EPTE
- Empresa Paulista de Transmiss@o de Energia Elétrica S.A. and other companies, ELETROPAULO is
solely liable for obligations of any kind referring to lawsuits until the spin-off date, except for contingent
liabilities whose provisions had been allocated to the merging companies. In the case in question, at the
time of the spin-off, there was no allocation to EPTE of any provision for such purpose, leaving it clear then
that ELETROPAULO was exclusively responsible for the referred contingency. At the time of the spin-off
there was only the transfer to EPTE assets of an escrow deposit in the historical amount of R$ 4.00, made
in 1988 by ELETROPAULO, referring to the amount that it understood to be owed to ELETROBRAS
regarding the balance of the mentioned financing agreement, and allocation to EPTE's liabilities of the
same amount referring to this debt.

Therefore, under the partial spin-off protocol of ELETROPAULO, EPTE would be liable for known and
ascertained debts in the exact restated amount available in the mentioned escrow deposit made in 1988,
and ELETROPAULO would be liable for the contingent liabilities referring to the difference between the
amount demanded in court by ELETROBRAS and the restated amount of the mentioned escrow deposit. In
October 2001, ELETROBRAS executed the sentence referring to the mentioned financing agreement,
charging R$ 429 million from ELETROPAULO and R$ 49 million from EPTE, understanding that EPTE
would pay its part with the restated amounts of the mentioned escrow deposit. CTEEP merged EPTE on
November 10, 2001, succeeding it in its obligations.

On September 26, 2003, a sentence of the Court of Justice of the State of Rio de Janeiro was published,
excluding ELETROPAULO from the execution of the mentioned sentence. Due to these facts,
ELETROBRAS filed, on December 16, 2003, a Special Appeal to the Superior Court of Justice and an
Extraordinary Appeal with the Federal Supreme Court to maintain the mentioned collection regarding
ELETROPAULO.

With respect to that debt and in view of the formal documents of the partial spin-off of ELETROPAULO,
CTEEP, according to the understanding of its legal counsel, is only liable for payment equivalent to the
restated amount of the escrow deposit made in 1988 for this purpose and which is currently part of its
assets, and intends to proceed in the defense of such right. On the other hand, the Company has not
recognized a provision for the remaining contingency, currently estimated at R$ 622 million, and which the
Company understands as being the liability of ELETROPAULQ, from whom the debt is being charged by
ELETROBRAS.
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27. SUBSEQUENT EVENTS

27.1.

27.2.

Inclusion of the Company in the PED

On February 3, 2005, the State Official Gazette published a bill submitted by the state governor,
which changes Law No. 9,361/96. According to said billl, CTEEP is included in the PED (State
Privatization Program).

Authorization of improvements to the basic network

ANEEL Resolution No. 64, of January 31, 2005, authorized the Company to make improvements to
the transmission facilities that are part of the Basic Network of the National Interconnected System.

The improvement program comprises the following implementations:

« Anhanguera substation, located in the city of Osasco, state of S&o Paulo, to be placed in service
on April 1, 2007;

»  Anhanguera—Guarulhos Transmission Line, 22-km long, with a double circuit and to be placed in
service on May 1, 2006; and

s Two line entrance modules in the Guarulhos Substation, located in the city of Guarulhos, state
of S&o Paulo, for the Anhanguera—Guaruthos Transmission Line, also to be placed in service on
May 1, 2006.

The corresponding portion of allowed annual revenue will be over 30 years, beginning on the date of
the placement in service: R$ 73,114 for the first 15 years, and 50% of this amount for the 15
subsequent years. A surtax of 2.707%, referring to the annual quota of the RGR (global reserve for
reversion) will be applied to the amounts of allowed annual revenue until December 2010.
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(Convenience Translation into English from the Original Previously Issued in Portuguese)

ATTACHMENT |

STATEMENTS OF VALUE ADDED
FOR THE YEARS ENDED DECEMBER 31
(In thousands of Brazilian reais ~ R$)

2004 2003
VALUE ADDED
Electric network usage and service charges..........coeceveviiiiiincineene. 1,161,509 910,159
Aliowance for doubtful aCCOUMS..........c.ooiiiiiiiie i (3,297) -
Nonoperating revenues 13,055 2,651
1,171,267 912,810
INPUTS PURCHASED FROM THIRD PARTIES
Outside services.... (82,721) (81,454)
MAIEIAIS......coviiiiiee ettt ettt (22,672) (20,412)
Other operating INPULS...........coooiiiriviriieei s (42,218) (16,529)
Nonoperating expenses {7.042) {9.154)
{154,653) (127.549)
GROSS VALUE ADDED.........ccoccnurecnrnens eecerraeaeteae e e aeansren s 1,016,614 785,261
RETENTIONS
Regulatory depreciation quotas (164,569) (160,552)
NET VALUE ADDED.......ccccccvniiisnimmnninscsssnsessisiessniensnssesisosssissssssesenss 852,045 624,709
VALUE ADDED RECEIVED IN TRANSFER
Amortization of negative goodwill..............cooeiiinin 16,985 16,985
FINancial INCOME...........ccooiieeeriiieiirieece et 85,975 86,010
102,860 112,995
UNDISTRIBUTED VALUED ADDED...........cccotnmminnmneeniessininnnsiineninssenas 955,005 737,704
DISTRIBUTION OF VALUE ADDED
298,839 305,451
237,697 146,239
Interest and monetary variations............ccocccoiniiic 18,320 33,057
Lease and FENES...........ooooiieriieeee e e ae e 4122 3,468
Concession regulatory charges 47,249 27,113
DIVIHENGS ..ottt s et re et n s eace sttt asaeaneene 75,000 147,249
Recognition/realization of resernves..............c.ecco e, 15,909 9,343
Retained earnings 257,869 65,784

955,005

737,704
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ATTACHMENT |

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31

(In thousands of Brazilian reais — R§)

2004 2003
CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from CONSUMETS............oooiiiiiiiiii e e 1,128,578 885,887
Receipts from other. ... 24,873 8,392
Payments {0 SUPPHEIS........occiiiiiic e e (154,941) (131,531)
Payments t0 @mMpPIOYeES........cccccoiiriiie i (341,707) (317,695)
TAXES. ..o veerereeecrateetes et e esbe st e eaa et e e e e etbanee e Rt et e ae ke bkttt et et eraenean (271.557) (107.724)
385,246 337,259
CASH FLOWS FROM INVESTING ACTIVITIES
Additions to property, plant and equipment..............ccooeiinn, (162,729) (182,229)
CASH FLOWS FROM FINANCIAL ACTIVITIES
Income from temporary cash investments..............ccoocc. 53,049 52,684
Payment of [0@NS.......c.cooceiiuiiiiiciir e (64,451) (74,1865)
Interest on capital/dividends. ... (86,299) (127,130)
Tax on bank transactions (CPMF)...........ccccoeeeiiniiiircce e, (5,596) (5,372)
OBNEE. . ettt e e e (1,118) (1,116)
(114,413) (155,099)
CASH FLOWS FROM NONOPERATING ACTIVITIES
Other INFIOWS{1).....o ettt e st s 143,184 103,726
Other QUHIOWS(2)........ccceerieiiirieeeiec et e e e e {25.166) {161,120)
118,018 (57.464)
INCREASE (DECREASE) IN CASH ......c..covv it 226,122 (57,533)
CHANGE IN CASH
At beginning Of YEar...........c..oivvieirire e 317,868 375,401
At end Of YEaI. ......oeiii i e 543 990 317,868
226,122 (57,533)

(1) Refer basically to amounts received from the State Finance Department.

(2) In 2003, refer basically to agreements signed with CESP (Companhia Energética de S&o Paulo) for

assignment of credit rights.
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(Convenience Translation into English from the Original Previously Issued in Portuguese)

INDEPENDENT AUDITORS’ REPORT

To the Shareholders and Management of
CTEEP - Companhia de Transmissdo de Energia Elétrica Paulista
Sao Paulo - SP

1. We have audited the accompanying balance sheet of CTEEP - Companhia de Transmissdo
de Energia Elétrica Paulista (the “Company”) as of December 31, 2004, and the related
statements of income, changes in shareholders’ equity, and changes in financial position for
the year then ended, all expressed in Brazilian reais and prepared under the responsibility of
the Company’s management.

2. Our audit was conducted in accordance with auditing standards in Brazil and comprised:
(a) planning of the work, taking into consideration the significance of the balances, volume
of transactions, and the accounting and Internal control systems of the Company,
(b) checking, on a test basis, the evidence and records that support the amounts and
accounting information disclosed, and (c) evaluating the significant accounting practices
and estimates adopted by management, as well as the presentation of the financial
statements taken as a whole.

3. In our opinion, the financial statements referred to in paragraph 1 present fairly, in all
material respects, the financial position of CTEEP - Companhia de Transmissdo de Energia
Elétrica Paulista as of December 31, 2004, and the results of its operations, the changes in
shareholders’ equity, and the changes in its financial position for the year then ended in
conformity with accounting practices adopted in Brazil.

4. The supplementary information included in Attachments I and II, referring, respectively, to
the statements of cash flows and value added for the year ended December 31, 2004, is
presented for purposes of additional analysis and is not a required part of the basic financial
statements. Such information has been subjected to the auditing procedures mentioned in
paragraph 2 and, in our opinion, is fairly stated, in all material respects, in relation to the
financial statements taken as a whole.

5. The financial statements for the year ended December 31, 2003 and the supplementary
information included in Attachments I and II, presented for comparative purposes, were
audited by other independent auditors whose report thereon, dated February 27, 2004, was
unqualified.
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Deloitte Touche Tohmatsu

6. The accompanying financial statements have been translated into English for the
convenience of readers outside Brazil.

Siao Paulo, March 2, 2005

DELOITTE TOUCHE TOHMATSU Mauricig Pires de Andrade Resende

Auditores Independentes Engagément Partner

CRC n°2 SP 011609/0-8 CREC n°® 1 MG 049699/0-2 “T” SP
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FISCAL COUNCIL’S REPORT

The Fiscal Council of CTEEP - Companhia de Transmiss&o de Energia Elétrica Paulista, in compliance with the
provisions of items |, I, Il and VIl of article 163 of Law No. 6404, of December 15, 1976, has examined the
Company's Financial Statements for the year ended December 31, 2004, prepared in accordance with the
principles established in chapters XV and XVI of the aforementioned law, comprising the Balance Sheet,
Statement of Income, Statement of Changes in Shareholders’ Equity, and Statement of Changes in Financial
Position, accompanied by the related Notes, Statement of Value Added, Statement of Cash Flows and the
Management Report on the business and main administrative events for the year. It has also analyzed the
Capital Budget for 2005 and 2006 for the purposes set forth in article 196 of Law No. 6404/76.

Based on the examination performed and on the Independent Auditors’ Report, in the opinion of the Fiscal
Council, the Financial Statements and supplementary information, as well as the Capital Budget, are adequate
for submission for appreciation and approval by the Shareholders.

Sé&o Paulo, March 14, 2006

Ana Maria Linhares Richtman Carlos Alberto Pontelli

Jodo Paulo Pombeiro Gomes Raimundo Francisco Alencar de Melo

Rémulo Rodrigues
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